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TUESDAY, MARCH 20, 1956 


Unirtep States SENATE, 
ComMMITTEE ON INTERSTATE AND FoREIGN COMMERCE, 
SUBCOMMITTEE ON MercuantT Marine AND FISHERIES, 
Washington, D.C. 

The committee met at 2:30 p. m., in room G-16, United States Cap- 
itol, Hon. Warren G. Magnuson (chairman of the committee) 
presiding. 

Present: Senator Magnuson (chairman).? 

The CuatrmMan. The committee will come to order. 

We have before us today S. 2167, a bill to make certain changes 
in the administration of the Panama Canal Company, and for other 
purposes. 


(The bill is as follows:) 


[S. 2167, 84th Cong., 1st sess.] 


A BILL To make certain changes in the administration of the Panama Canal Company, 
and for other purposes 


Be it enacted by the Senate and Jlouse of Representatives of the United States 
of America in Congress assembled, That the first sentence of section 245 of the 
Canal Zone Code is amended by inserting after “is hereby created,” the follow- 
ing: “in the Department of Commerce,”. 

Sec. 2. The last sentence of subsection (a) of section 246 of the Canal Zone 
Code is amended by striking out “the President of the United States or such 
officer of the United States as may be designated by him’’, and inserting in lieu 
thereof “the Secretary of Commerce”. 

Sec. 3. Subsection (e) of section 246 of the Canal Zone Code is amended to 
read as follows: 

“(e) The corporation is further obligated to pay into the Treasury as 
miscellaneous receipts amounts sufficient to reimburse the Treasury, as nearly 
as possible, (1) for the annuity payments under article XIV of the convention 
of November 158, 1903, between the United States of America and the Republic 
of Panama, as modified by article VII of the Treaty of March 2, 1936, between 
the said Governments, and (2) for the annual net costs of operation of the 
agency known as the Canal Zone Government. The net costs of operation of 
the Canal Zone Government, which are deemed to form an integral part of the 
costs of operation of the Panama Canal enterprise as a whole, shall not include 
interest but shall include depreciation and the reimbursement of other Govern- 
ment agencies for expenditures made on behalf of the Canal Zone Government: 
Provided, That the cost of providing immigration and custom service for the 
Republic of Panama and the cost of rendering goods and services which would 
otherwise normally be borne by other departments of the United States Govern- 
ment in its overseas trust territories and government reservations, and such 
portion of the cost of operating and maintaining roads, highways, sewers, and 
other such facilities and services, as is represented by the use of military person- 


1 Staff member assigned to this hearing: August J. Bourbon. 
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nel and their families (such portion to be determined by the ratio of military 
personnel located in the Canal Zone to civilian United States citizens in the 
Canal Zone, and citizens of the Republic of Panama employed by the Panama 
Canal Company and the Canal Zone Government), shall be borne by the respec- 
tive Government agencies that would normally provide such services, and such 
agencies shall reimburse the Canal Zone Government annually for the services 
rendered on their behalf. In the event, however, that such reimbursement is not 
made as hereinabove set out, or is delayed beyond the end of the fiscal year, then 
for the purposes defined in section 412 (b) such cost shall not be included in 
determining the net cost of operating the Canal Zone Government and the 
revenues of the Panama Canal Company, and the Canal Zone Government shall 
be credited as if such reimbursement had been made: Provided further, That the 
Canal Zone Government shall bill the Republic of Panama for the cost of provid- 
ing schools for its citizens, and to the extent such bills are not paid, the Canal 
Zone Government shall be credited as if such bills had been paid. The payments 
into the Treasury, referred to in this paragraph, shall be made annually to the 
extent earned and, if not earned shall be made from subsequent earnings unless 
the Congress shall otherwise direct.” 

Sec. 4. Section 247 of the Canal Zone Code is amended to read as follows: 

“Sec. 247. MANAGEMENT OF CorRPORATION.—(a) The management of the cor- 
poration shall be vested in an Administrator who shall be appointed by the 
President of the United States, by and with the advice and consent of the 
Senate, and who shall receive compensation at the rate of $22,500 per annum. 

“(b) To assist the Administrator of the corporation in the execution of the 
functions vested in the corporation, there shall be a Deputy Administrator who 
shall be appointed by the President of the United States, by and with the advice 
and consent of the Senate, and who shall receive compensation at the rate of 
$20,000 per annum. The Deputy Administrator shall perform such duties as 
the Administrator may from time to time designate and shall be acting Admin- 
istrator and perform the functions of the Administrator during the absence or 
disability of the Administrator or in the event of a vacancy in the office of the 
Administrator. 

“(c) There is hereby established the Advisory Board of the Panama Canal 
Company which shall be composed of seven members appointed by the President, 
by and with the advice and consent of the Senate, not more than four of whom 
shall belong to the same political party. The Advisory Board shall meet at the 
call of the Administrator, who shall require it to meet not less often than once 
each ninety days: shall review the general policies of the corporation including 
its policies in connection with design and construction of facilities and the estab- 
Ishment of rules of measurement for vessels and rates of tolls; and shall advise 
the Administrator with respect thereto, and shall perform such other functions 
assigned to it under the provisions of this title. Members of the Advisory Board 
shall receive for their services as members compensation of not to exceed $50 
per diem when actively engaged in the performance of their duties, together 
with their necessary traveling expenses while going to and from meetings.” 

Sec. 5. Section 248 of the Canal Zone Code is amended to read as follows: 

“Sec. 248. (a) GENERAL PURPOSE OF CORPORATION.—The corporation shall have, 
as its major objective, the economic and efficient transiting of vessels through the 
Panama Canal. ‘In effecting such major objective the corporation shall operate the 
Panama Canal, including the locks, channels, towing facilities, and other facilities 
used in actual transit and, to the extent found necessary to accomplish such pur- 
pose, it shall also operate facilities not used in actual transit ; but such additional 
facilities shall be operated in a manner to he self-supporting. In determining 
whether or not a facility is self-supporting, the corporation shall allow as cost 
the items of overhead, maintenance and operation, depreciation, interest on invest- 
ment, and a proportionate share of the net cost of the Canal Zone Government. 

“(b) GENERAL Powers OF CorPORATION.—The corporation shall have and may 
exercise the following general powers, in addition to those elsewhere conferred in 
this article: 

(1) Shall have perpetual succession in its corporate name, unless dissolved 
by Act of Congress. 

“(2) May adopt, alter, and use a corporate seal, which shall be judicially 
noticed. 

“(3) May adopt, amend, and repeal bylaws governing the conduct of its general 
business, and the performance of the powers and duties granted to or imposed upon 


it by law. 
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“(4) May sue and be sued in its corporate name. 

“(5) May appoint such officers, agents, attorneys, and employees as may be 
necessary for the conduct of the business of the corporation, define their authority 
and duties, fix their compensation, delegate to them such of the powers of the 
corporation as may be necessary, require that such of them as it may designate be 
bonded, and fix the penalties and pay the premiums of such bonds. Persons em- 
ployed by the corporation whose compensation is paid on any basis other than a 
per annum basis shall not be included in making computations pursuant to the 
provisions of section 607 of the Federal Employees Pay Act of 1945. The pro- 
visions of section 82 of this title, as amended, shall apply to the corporation and 
to its officers and employees. 

““(6) May enter into contracts, leases, agreements, or other transactions. 

“(7) Shall have, in the payment of debts out of bankrupt estates, the priority 
of the United States. 

“(8) May determine the character of and necessity for its obligations and 
expenditures and the manner in which they shall be incurred, allowed, and paid, 
and may incur, allow, and pay the same, subject to pertinent provisions of law 
generally applicable to Government corporations. 

“(9) May purchase, lease, or otherwise acquire, and hold, own, maintain, work 
develop, sell, lease, exchange, convey, mortgage, or otherwise dispose of, and deal 
in, lands, leaseholds, and any interest, estate, or rights in real property, and any 
personal or mixed property, and any franchises, concessions, rights, licenses or 
privileges necessary or appropriate for any of the purposes expressed in this 
article.” 

Sec. 6. Section 249 of the Canal Zone Code is amended to read as follows: 

“Sec. 249. SPECIFIC POWERS OF CORPORATION.—Subject to the provisions of the 
Government Corporation Control Act, and insofar as consistent with the provisions 
of section 248 (a), the corporation shall have and may exercise the following 
specific powers, in addition to those elsewhere conferred in this article: 

“(a) May maintain and operate the Panama Canal. 

“(b) May construct, maintain, and operate a railroad across the Isthmus of 
Panama. 

“(c¢) May construct or acquire vessels, and operate the same for transportation 
of passengers or freight and for other purposes. 

“(d) May construct or acquire, establish, maintain, and operate docks, wharves, 
piers, harbor terminal facilities, shops, vards, marine railways, salvage and towing 
facilities, fuel-handling facilities, motor-transportation facilities, power systems, 
water systems, a telephone system, construction facilities, living quarters and 
other buildings, warehouses, storehouses, hotels, a printing plant, commissaries 
and manufacturing, processing or service facilities in connection therewith, 
laundries, dairy facilities, restaurants, amusement and recreational facilities, and 
other business enterprises, facilities, and appurtenances necessary or appropriate 
for the accomplishment of the purposes of this article. 

““(e) May make or furnish sales, services, equipment, supplies, and materials, 
as contemplated by this article, to vessels, to agencies of the Government of the 
United States, to employees of the Government of the United States, and to any 
other governments, agencies, persons, corporations, or associations eligible to make 
or receive such purchases, services, Supplies, or materials under the laws prevailing 
at the time and the policies heretofore or hereafter adopted consistently with such 
laws. 

“(f) May use the United States mails in the same manner and under the 
same conditions as the executive departments of the Federal Government. 

“(g) May take such actions as may be necessary or appropriate to carry out the 
powers in this article or hereafter specifiaclly conferred upon it: Provided, That 
the corporation shall undertake no new types of activities not included in the 
annual budget program prescribed by section 102 of the Government Corpora- 
tion Control Act (except those which may be transferred to it under the provisions 
of section 246 (b) of this title): And provided further, That in the event an 
emergency is declared to exist by the Advisory Board during a period when the 
Congress is not in session (or by the Governor of the Panama Canal, with the 
concurrence of as many of the board members as may be consulted without loss 
of time unreasonable in the circumstances), recommended appropriate action 
within the scope of this article may be undertaken. A report on such emer- 
gency activity shall be presented promptly to the Congress, when it reconvenes, 
for its approval and such action as it may deem necessary or desirable with 
respect to reimbursement through supplemental appropriation of funds to cover 
costs or losses arising from such emergency.” 
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Sec. 7. Section 253 of the Canal Zone Code is amended to read as follows: 

“Sec. 253. PAYMENT OF Excess FUNDS INTO THE TREASURY.—The Advisory 
Board shall have the power and duty to appraise, at least annually, the corpora- 
tion’s necessary working capital requirements, together with reasonable fore- 
seeable requirements for authorized plant replacement and expansion for not 
more than one fiscal year following such appraisal, and the Administrator of the 
corporation shall pay into the Treasury as dividends the amount of funds in 
excess thereof. Such dividends shall be treated by the Treasury as miscellaneous 
receipts, but shall be treated on the books of the corporation as applicable to 
reduction of past or future direct Government capital contributions (as provided 
in section 246 (d) of this title) in determining the base for interest payments 
requred under section 246 (c).” 

Sec. 8. Section 411 of the Canal Zone Code is amended to read as follows: 

“Sec. 411. AurHoriry To PRESCRIBE MEASUREMENT RULES AND ToLis.—The cor- 
poration shall review from time to time and is authorized to prescribe and from 
time to time change (1) the rules for the measurement of vessels for the 
Panama Canal, and (2), subject to the provisions of the section next following, 
the tolls that shall be levied for the use of the Panama Canal: Provided, That the 
said corporation shall give six months’ notice, by publication in the Federal 
Register ,of any basic rule of measurement or any rate of toll proposed to be 
prescribed, during which period a public hearing shall be conducted with respect 
to such proposal in accordance with the Administrative Procedure Act: Provided 
further, That basic rules of measurement and rates of tolls shall be subject to, 
and shall take effect upon, the approval of the President of the United States: 
And provided further, That the Court of Appeals of the Second Circuit shall have 
exclusive jurisdiction to review the acts of the corporation under this section and 
to compel corporate action unlawfully withheld or unreasonably delayed.” 

Sec. 9. Subsection (b) of section 412 of the Canal Zone Code is amended to 
read as follows: 

“(b) Tolls shall be prescribed at a rate or rates calculated to cover, as nearly 
as practicable, all costs of maintaining and operating the Panama Canal, together 
with the facilities and appurtenances directly related thereto, including interest 
and depreciation, and a proportionate share of the net costs of operation of the 
agency known as the Canal Zone Government. The determination of such pro- 
portionate share shall be based on the ratio of the estimated gross revenues from 
tolls to the estimated total gross revenues of the said corporation exclusive of 
the cost of commodities resold, and exclusive of revenues arising from transac- 
tions between divisions of the corporation or from transactions with the Canal 
Zone Government.” 

Sec. 10. The amendments made by this act shall be effective after ninety days 
after the date of enactment of this Act. 

The Cyatrrman. The Chair has a short statement he would like to 
read for the record. We are considering today S. 2167, which was in- 
troduced by myself and has been referred to this committee for appro- 
priate ac tion. 

It deals with certain changes in the administration of the Panama 
Canal. 

The Chair wishes to state the reason for introducing this legislation, 
and what he thinks is the nec essity for it. There has been a convic- 
tion in the minds of shipping operators for some years that the 
shipping industry has been required to bear an undue share of the cost 
of maintenance and operation of the Panama Canal and its adjacent 
military installations. 

In recent years both the General Accounting Office and the Bureau 
of the Budget have expressed a view that has been in the minds of 
many shipping people, namely, that the operation of the canal is a 
commercial activity and should be administered on that basis, rather 
than as an adjunct to a military facility. 

In agreement with that expressed view, and in accord with the 
belief of the shipping operators and industries who share the costs of 
maintaining and operating this vital canal that they are entitled to 
a business rather than a military operation, 8. 2167 was introduced. 
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It was my feeling that the views of all the interested parties might 
be aired and a decision reached on the basis of fact. Of course, this 
has been a long-standing argument that this committee had up some 
years ago, even down to the. question of the type of bookkeeping. 

As far as the canal was concerned—and I constantly run into it in 
the Appropriations Committee of which I am a member—oddly 
enough when I first came to the committee we had a Committee on 
Interocean Canals which handled nothing but the Panama Canal. 
So I am quite familiar with the so-called controv ersey that has been 
going on for a long time regarding the share in the costs of maintain- 
ing the canal. 

The list of witnesses scheduled to appear would seem to assure the 
presentation of all possible divergent views. I understand the com- 
mander in chief of the Caribbean area, United States Army, is here, 
and the Governor of the Canal Zone, to represent the defense and 
Army viewpoint, and leaders of foremost shipping groups will give 
their side of the controversy. 

Various labor groups operating in the canal will be heard, as well 
as representatives of the United States Citizens Association of the 
Canal Zone. 

Finally, representatives of the Nation’s port authority groups will 
tell us the effects of the present canal operations on their phase of the 
industry. 

The General Accounting Office will have a witness to offer testimony, 
and I understand there will also be submitted for the record the views 
of the Bureau of Labor Statistics. 

The Department of Commerce would take over the administration 
of the canal under certain provisions of the bill. 

I hope the hearings will add up to a complete discussion of this 
matter and a rounded-out study. 

We have for the record late reports from all of the departments. 

A letter from the Secretary of Commerce, dated March 16, declares 
that the tolls should be based only on the true cost of the operation of 
the canal, apart from military considerations, and favoring those pro- 
visions of S. 2167 designed to accomplish this separation. The De- 
partment states, however, that it is not now prepared to recommend 
transfer of jurisdiction over the canal to the Department of Com- 
merce. 

Letter from the Department of the Army, dated February 15, 1956, 
over the signature of Wilber M. Brucker, Secretary, which “strongly 
recommends that the bill not be favorably considered.” 

Letter from the Comptroller General, dated August 1, 1955, com- 
menting upon the various provisions of the bill. 

Letter from United States Civil Service Commission, dated March 
16, 1956, offers no comment on the general purpose of the bill, but 
recommends that changes be made in ‘the salaries proposed, and in the 
matter of appointment of the Administrator and Deputy Adminis- 
trator. 

Letter from the Administrative Office of the United States Courts, 
Henry P. Chandler, Director, dated March 13, 1956, calling attention 
to the fact that the Canal Zone is a part of the fifth circuit and not 
of the second circuit as in the bill, and objecting that “the so-called 
jurisdiction given to it” (the court)—that is, to review the acts of 
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the corporation and to compel corporate action unlawfully withheld 
or unreasonably delayed—*is not judicial in nature and not appro- 
priate for a court,” and asking that the proviso in lines 16-20 of 
page 11 be stricken from the bill. 


Letter from the Treasury Department, dated March 8, 1956, ob- 
jecting to the provision for reimbursement to the Canal Zone govern- 


ment for customs and narcotic law-enforcement functions, but other- 
wise withholding comment. 


Letter from the Department of Labor, dated August 8, 1955, offer- 
in@ no comment. 


They will all be placed in the record in full. If anyone wants copies 
of any one, they can have them. 
(The documents referred to above are as follows:) 


THE SECRETARY OF COMMERCE, 
Washington 25, D. C., March 16, 1956. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 

Dear Mr. CHAIRMAN: This letter is in reply to your request of June 8, 1955, 
for the views of this Department with respect to S. 2167, a bill to make certain 
changes in the administration of the Panama Canal Company, and for other 
purposes, 

S. 2167 would transfer to the Department of Commerce the Panama Canal 
Company and would provide generally for segregation of all expenses and costs 
of maintaining the Canal from all other unrelated costs and expenses. 

The amount of tolls charged for use of the canal by merchant ships is a 
significant element in the total cost of transportation of the foreign and domes- 
tic commerce of the United States, and the tolls should accordingly be based 
only on he true cost of the operation of the canal, that is, apart from the 
military considerations for the maintenance and operation of the canal. The 
costs of defense should not enter into the necessary costs for maintenance and 
operation of the canal as a peacetime facility. This Department favors those 
provisions of S. 2167 designed to accomplish this separation. However, this 
Department is not now prepared to recommend transfer from the Department 
of the Army to this Department of jurisdiction over the Panama Canal. 

We have been advised by the Bureau of the Budget that it would interpose no 
objection to the submission of this report to your committee. 

Sincerely yours, 
SINCLAIR WEEKS, 
Secretary of Commerce. 


FEBRUARY 15, 1956. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and, 
Foreign Commerce, United States Senate. 

Dear Mr. CHAIRMAN: Reference is made to your request to the Secretary of 
Defense for the views of the Department of Defense with respect to S. 2167, 84th 
Congress, a bill to make certain changes in the administration of the Panama 
Canal Company, and for other purposes. The Secretary of Defense has dele- 
gated to the Department of the Army the responsibility for expressing the views 
of the Department of Defense thereon. 

Among other things, this bill would place the Panama Canal Company under 
the Department of Commerce. It would make the Secretary of Commerce the 
sole “stockholder” in the Panama Canal Company. The bill would create an 
Administrator, who would be appointed by the President of the United States 
by and with the advice and consent of the Senate. Thus, the bill contemplates 
that the Panama Canal Company would be removed from the control of the 
Secretary of the Army. 

The Department of the Army on behalf of the Department of Defense is op- 
posed to the above-mentioned bill. 

Under existing law, the United States as owner of the Panana Canal Com- 
pany is represented by the President of the United States, who has delegated 
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his authority to the Secretary of the Army. The Canal Zone is essentially a 
United States Government reservation, devoted to the maintenance, operation, 
and protection of the Panama Canal. Military security of the Panama Canal is 
a Department of Defense responsibility, which is charged to the commander 
in chief, Caribbean, who is the commander of the United States unified com- 
mand in the area. Since the Secretary of the Army is the head of the Mili- 
tary Department which is the executive agency of the Secertary of Defense for 
this unified command, numerous problems which affect both the Panama Canal 
Company (and the Canal Zone Government) on the one hand, and the Depart- 
ment of Defense agencies in the area on the other hand, can far more readily be 
coordinated and resolved under the existing arrangement than would be possible 
if the Secretary of Commerce were the “stockholder” of the Panama Canal 
Company. The present organization facilitates coordination of the affairs of the 
*anama Canal Company, the Canal Zone Government, and the Department of 
Defense agencies. Any differences of opinion on the part of the heads of these 
agencies in the area are settled, if necessary, by the statutory civilian official 
(the Secretary of the Army) in whom is centered necessary responsibility and 
authority concerning these activities. The very fact that such a coordinating 
authority exists at an echelon immediately above both the civil and military 
authorities in the zone makes for prompt reconciliation of differing opinions. 

Another aspect is that in time of national emergency or war it is considered 
essential that the military commander have full and sole responsibility for 
the operation, control, and protection, as well as the military security of the 
Panama Canal. The Panama Canal is an all-important adjunct to our national 
defense. It is necessry for the rapid transit of naval combat ships and other 
vessels engaged in military logistical support of both the United States and its 
allies. The canal is equally necessary for the transit of commercial-type ves- 
sels carrying raw and industrial strategic materials essential to our war effort. 
In view of the speed with which hostilities may be commenced, the potential 
weicht of an attack which may be launched without warning, the isolated posi- 
tion of the Canal Zone, and the vulnerability of the canal, it is fundamental 
that we be organized so that the transition to war standards can be accomplished 
with minimum loss of time and change of organizational arrangements. It is 
believed that the present relationship between the Armed Forces and the man- 
agement of the Panaina Canal Company and the Canal Zone Government, under 
the authority vested in the Secretary of the Army as the President’s designated 
representative, is entirely consistent with that fundamental principle. 

The Deparment of Defense is strongly opposed to that portion of section 3 of 
the proposed bill, which provides for amendment of section 246 (e) of title 2 of 
the Canal Zone Code, with the apparent intent of requiring each military de- 
partment to reimburse the Canal Zone Government for certain goods and sery- 
ices, including the “cost of operating and maintaining roads, highways, sewers, 
and other such facilities and services.” The effect and purpose of this new 
provision are not entirely clear, since the services in question are not precisely 
enumerated and the degree to which the military services would ‘‘normally pro- 
vide such services” is subject to wide variation in various parts of the world, 
depending upon local conditions and arrangements. Assuming that the lan- 
guage of the proposed bill were perfected, so as to make clear that services 
were reimbursable by the military departments, and to what extent, the Depart- 
ment of Defense would still oppose the intent of this section. The Canal Zone 
has, from its inception, been a clearly defined geographic area in which the 
civil functions of government have been regarded as a necessary concomitant 
to the operation of the Panama Canal. In view of this situation, efforts to 
make prorated determinations of indirect support provided by one Government 
agency to others, and the processing of reimbursement transactions in accord- 
ance with such determinations, would appear to be an expensive, profitless 
undertaking, not compatible with the public interest, and not in consonance with 
existing practice in the United States. 

lor the foregoing reasons, the Department of the Army, on behalf of the De- 
partment of Defense, strongly recommends that the bill not be favorably 
considered. 

With respect to that part of section 3 of the proposed bill which obligated the 
*anama Canal Company to pay into the Treasury amounts suflicient to reim- 
burse the Treasury for the annuity payments to Panama under provisions of 
certain treaties with Panama, it should be noted that the proposed language 
would not require the Panama Canal Company to reimburse the Treasury for 
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the amount of the increase in the annuity ($1,500,000) which was agreed to in 
the treaty signed January 25, 1955. Whether the increase in the annuity to 
Panama should be reimbursable to the Treasury by the Panama Canal Com- 
pany, or whether it should be an obligation of the United States Treasury with- 
out regard to reimbursement by the Panama Canal Company, appears to be a 
matter of United States Government tax and economic policy and not a matter 
of primary interest to the Departent of Defense. Accordingly, no recommenda- 
tions are submitted on this question. 

In view of the lack of clarity of the language of the bill mentioned above, the 
Department of Defense cannot foresee the fiscal effects of this proposed legis- 
lation at this time. 

This report has been ecoordinatd within the Department of Defense in accord- 
ance with procedures prescribed by the Secretary of Defense. 

The Bureau of the Budget advises that there is no objection to the submission 
of this report. 

Sincerely yours, 
WILBER M. BrucKER, 
Secretary of the Army. 





COMPTROLLER GENERAL OF THE UNITED STATES, 
Washington 25, August 1, 1955. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 


Dear Mr. CHAIRMAN: Reference is made to your letter of June 8, 1955, for- 
warding for our comments S. 2167, entitled “a bill to make certain changes in 
the administration of the Panama Canal Company, and for other purposes.” 
The bill is identical with H. R. 7239 presently under consideration by the House 
Committee on Merchant Marine and Fisheries. 

The bill proposes amendments to sections 245, 246, 247, 248, 249, and 253, 
title 2, Canal Zone Code, as added by section 2 of the act of June 29, 1948, 62 
Stat. 1076, as amended, and to sections 411 and 412, title 2, Canal Zone Code, 
as amended by sections 11 and 12, respectively, of the act of September 26, 
1950, 64 Stat. 1042. 

Section 1 would amend section 245 of the Canal Zone Code to designate the 
Panama Canal Company as a corporation in the Department of Commerce. 
Section 2 would amend subsection (a) of section 246 of the Canal Zone Code 
to provide that the corporation shall be represented by the Secretary of Com- 
merce. Under present legislation, the Secretary of the Army is the designee 
of the President of the United States to supervise the activities of the Panama 
Canal Company and the Canal Zone Government. See Executive Order No. 
9746, dated July 1, 1946, as amended by Executive Order No. 10595, dated 
February 7, 1955. Since the proposed legislation only pertains to the activities 
of the Panama Canal Company there would be the possibility that jurisdiction 
over the company and the Canal Zone Government would be divided. This 
possible division of jurisdiction would not, in the opinion of our Office, be con- 
ducive to efficient operation of the enterprise as a whole. While it is our 
position that the operation of the canal is essentially a civilian function and 
consequently administration should be civilian and not military, we also feel 
that the functions of the Panama Canal Company and the Canal Zone Govern- 
ment should be performed by a single independent agency. Recommendations 
relative thereto are set forth in our report on audit of the Panama Canal 
Company and the Canal Zone Government for the year ended June 30, 1953, 
House Document 473, 83d Congress, 2d session (pp. 16-20). Also see recom- 
mendation No. 4 of the report and recommendations of the Bureau of the 
Budget with respect to the organization and operations of the Panama Canal 
and Panama Railroad Company as set forth in House Document 460, 81st Con- 
gress, 2d session. 

Section 3 would amend subsection (e) of section 246 in two respects. The 
first, by the addition of the word “annual” preceding “net costs of operation,” 
at page 2, line 10 of the bill. The need therefor is not apparent since net 
costs are computed under the present legislation on an annual basis. The 
amending language in the second respect adds a proviso which would require 
that the cost of providing services and goods to Federal agencies and the 
Republic of Panama be borne by the recipients of such services and not by the 
Company or the Canal Zone Government. In the event reimbursement is not 
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made or is delayed beyond the end of the fiscal year, provision is made, for the 
purposes defined in section 412(b), that such cost shall not be included in deter- 
mining the net cost of operating the Canal Zone Government and the revenues 
of the Panama Canal Company. It has consistently been our position and we 
have so recommended in our audit reports for the fiscal years 1952, 1953, and 
1954, that the cost of services and goods furnished by the Panama Canal Com- 
pany and the Canal Zone Government to Federal agencies and others should 
be reimbursed by the recipients. Our view is that the various agencies should 
include amounts in their appropriations and pay the Panama Canal Company 
for tolls and other services rendered. See generally sections 105 and 107, Civil 
Functions Appropriations Act, 1955 (68 Stat. 335). 

While no change is proposed in section 3 with respect to amending section 
246(e) of the Canal Zone Code to provide for the inclusion of interest in the 
net costs of operation of the Canal Zone Government, we recommend that such 
amendment be made since, as pointed out in our 1953 audit report, exemption 
of interest on the investment in Canal Zone Government has the effect of 
giving financial benefits to ship owners, half of them foreign, and others, in- 
cluding Government employees, at the expense of the American taxpayer. Such 
change could be accomplished by deleting the last three words on line 14, and 
the first four words on line 15, page 2 of the bill, and inserting “shall include 
interest and” in place thereof. 

No provision is made in section 3 concerning reimbursement to the Treasury 
ef any increase in annuity payments arising out of treaty agreements entered 
into subsequent to March 2, 1936. The treaty signed January 25, 1955, by rep- 
resentatives of the United States and the Republic of Panama would increase 
the annuity from $430,000 to $1,930,000. It does not appear that the amount 
of such annuity when considered in the light of the revenues from the opera- 
tions of the canal can be said to be so disproportionate as to require its assump- 
tion by the Federal Government. We are of the view that the annuity should be 
recovered from the tolls. 

Also, section 3 provides that the Canal Zone Government shall bill the Repub- 
lic of Panama for the cost of providing schools to its citizens, and that in the 
event such bills are unpaid, the Canal Zone Government shall be credited as if 
paid. Serious consideration should be given to the effect of this provision upon 
our relations with the Republic of Panama, particularly in the light of the 
recent treaty. 

Section 4 would amend section 247 of the Canal Zone Code to vest the man- 
agement of the corporation in an Administrator, a Deputy Administrator, and 
an Advisory Board of seven members. It is similar in all material respects to 
the management of the St. Lawrence Seaway Corporation (68 Stat. 92, 93). 
Under the amendment as proposed, however, there is no assurance of elimination 
of the Secretary of the Army’s supervision over the Canal Zone Government or 
of coordination between the Canal Zone Government and the Panama Canal 
Company. The present legislation vests management of the corporation in a 
Board of Directors with the Governor of the Canal Zone as Director and 
President of the Board. In our opinion administration of the Canal Zone Gov- 
ernment and the Panama Canal Company as a single independent agency is neces- 
sary to assure appropriate coordination of activities. 

Section 5 would amend section 248 of the Canal Zone Code to clarify the gen- 
eral purpose of the corporation and to require that the facilities not used in 
actual transit be operated in a manner to be self-supporting. We have en- 
deavored, through recommendations in audit reports on the operations of the 
’anama Canal Company and the Canal Zone Government, to aid in effecting re- 
ductions in losses in the operation of business activities not used in actual 
transit. However, the practicability of a legislative mandate requiring opera- 
tion of such facilities on a self-supporting basis is questionable since many of the 
business activities obviously necessary in the operation of the Canal enterprise 
are basically unprofitable due to the insufficient volume of business to support 
them economically. We believe that these losses should be reduced to a minimum 
but that the resultant losses, if any, represent a cost of operating the canal 
enterprise and should be included in the basis for determining tolls. 

Section 6 would amend section 249 of the Canal Zone Code to make its provi- 
sions consistent with the change in management as proposed by section 4 of the 
bill, and no comment thereon appears necessary. 

Section 7 would amend section 253 of the Canal Zone Code to limit the cor- 
poration’s retention of funds to amounts sufficient to cover necessary working 
capital requirements, together with reasonable foreseeable requirements for 
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authorized plant replacement and expansion, for 1 fiscal year. Any amount 
in excess of the final year need would be paid into the Treasury as dividends. 
Such proposed amendment is consistent with recommendation No. 12, page 17, 
of our Report on Audit of the Panama Canal Company and the Canal Zone 
Government for the year ended June 30, 1954. Also see our 1953 audit report, 
House Document No. 473, 88d Congress, 2d session, page 30. 

Section 8 would amend section 411 of the Canal Zone Code, which pertains 
to the prescription of measurement rules for vessels and rates of tolls, to pro- 
vide for public hearings in accordance with the Administrative Procedure Act 
and to vest exclusive jurisdiction in the Court of Appeals of the Second Circuit 
to review the acts of the corporation under this section and to compel cor- 
porate action unlawfully withheld or unreasonably delayed. Under present 
legislation the rules of measurement and toll rates prescribed by the corpora- 
tion, and approved by the President, are final and conclusive. Current toll 
rates have been in effect since 1938 and the apparent purpose of the proposed 
amendment is to afford a means whereby the rates may be reviewed. No objec- 
tion is perceived to the proposed amendment. 

Section 9 of the bill would amend subsection (b) of section 412 of the Canal 
Zone Code by adding the word “directly” after “facilities and appurtenances.” 
We interpret existing legislation as embracing this concept. We are not in 
agreement, however, with the concept for the reasons set forth herein and in 
our 1954 audit report. Also, section 9 would amend section 412 (b) to require 
that the determination of the proportionate share of the net costs of opera- 
tion of the Canal Zone Government be based upon the ratio of estimated gross 
revenues from tolls to the estimated total gross revenues of the corporation, 
exclusive of certain items presently excluded. Under existing legislation rates 
are calculated on an appropriate share and in determining such share the cor- 
poration is required to give substantial weight to the ratio of estimated gross 
revenue. The term “substantial weight” is subject to various interpretations 
and the corporation used different formulas in the years 1952 and 1953. See 
page 24, Report on Audit of the Panama Canal Company and the Canal Zone 
Government for the year ended June 30, 1953, House Document No. 473. The pro- 
posed amendment is apparently intended to eliminate any such deviation in the 
future and it would appear sufficient to accomplish that purpose. However, 
see our recommendation No. 7, page 23 of the above audit report, and recom- 
mendation No, 2, page 14 of our audit report for the year ended June 30, 1954, 
which suggest, respectively, that the allocation of the share of the net costs of 
Canal Zone Government to transiting activities be on the basis of gross invest- 
ment in fixed properties, and that losses sustained by the Panama Canal Com- 
pany in the operation of business activities be included in the basis for deter- 
mining toll rates. 

We are of the firm view that losses on business activities should be kept to a 
minimum and that prices for service functions should be such as to recover costs 
wherever possible. Any losses still remaining would be for recovery through 
tolls. With appropriate recovery of costs from other agencies there is nothing 
to indicate that all costs of operation of the Panama Canal together with re- 
covery of the Government’s investment could not be accomplished under the 
present toll structure. 

In addition to the foregoing comments, the committee might wish to consider 
our recommendations for legislative changes as set forth in our audit report for 
fiscal year 1952, House Document 207, 838d Congress, 1st session, pages 17-27; 
audit report for fiscal year 1953, House Document 478, 88d Congress, 2d session, 
pages 31-32; and audit report for fiscal year 1954, page 14. 

This report is submitted in triplicate, as requested. 

Sincerely yours, 
JOSEPH CAMPBELL, 
Comptroller General of the United States. 


UNITED STATES CIVIL SERVICE COMMISSION, 
Washington 25, D. C., March 16, 1956. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 

DEAR SENATOR MAGnuson: Your letter of June 8, 1955, asked for our comments 
on S. 2167, a bill to make certain changes in the administration of the Panama 
Canal Company, and for other purposes. 
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S. 2167 makes important changes in the management of the Panama Canal 
Company. It would transfer responsibility for operation of the Company from 
the Department of the Army to the Department of Commerce. It would sub- 
stitute for the present Board of Directors appointed by the Secretary of the 
Army, an Administrator and a Deputy Administrator reporting to the Secretary 
of Commerce. The Governor of the Canal Zone would no longer be president of 
the Company and a member of the Board of Directors. In addition, the bill 
would make certain changes in the basis upon which the Company is required 
to reimburse the Treasury of the United States from its revenues. 

The Civil Service Commission is not administratively concerned with the 
manner in which the Panama Canal Company shall be organized and adminis- 
tered. We therefore have no comment on these phases of S. 2167. We are con- 
cerned with certain of the pay provisions, and with the proposed manner of 
appointment of the Administrator and Deputy Administrator of the Panama 
Canal Company. 

The bill provides that the Administrator would receive a salary of $22,500 a 
year and the Deputy Administrator would receive a salary of $20,000 a year. 
We believe that these rates are inappropriate in that they are not properly 
alined with currently authorized salaries for other executives in the Federal 
Government. The Governor of the Panama Canal now receives $15,000 a year. 
The Secretary of Commerce, to whom the Administator and Deputy Administra- 
tor would report, now receives $22,500 a year. 

We recommend that rates not higher than $17,500 for the Administrator and 
$15,000 for the Deputy Administrator be substituted for those now appearing in 
the bill. These rates should be reviewed and appropriately adjusted as such 
time as the Congress considers changes in the salaries established by the Execu- 
tive Pay Act, Public Law 359, 81st Congress. 

S. 2167 also provides that the Administrator and Deputy Administrator of 
the Panama Canal Company shall be appointed by the President by and with 
the advice and consent of the Senate. 

The Commission believes that operation of the Panama Canal and the enter- 
prises associated with it are not of a political policy nature. We do not believe, 
therefore, that these positions should be held by politically appointed executives. 
For this reason, we recommend that the bill be amended to provide that the 
appointment of the Administrator and Deputy Administrator of the Panama 
Canal Company shall be made by the Secretary of Commerce. 

We also wish to point out that the bill contains a proposed amendment to 
section 248 (b) (5) of the Canal Zone Code (commencing on line 23, page 6, of the 
bill) which should be deleted since section 607 of the Federal Employees Pay Act 
of 1945 referred to in this provision was repealed by section 301 (85) of the Budget 
and Accounting Act of 1950, Public Law 784, 81st Congress. In addition, the 
references in the bill to “section 245 of the Canal Zone Code” and to other num- 
bered sections should apparently refer to similarly numbered sections “of title 
2 of the Canal Zone Code.” 

In summary, the Commission has no comment to make on the general pur- 
pose of S. 2167. In the event that favorable action is given to this bill, we rec- 
ommend that changes be made in the salaries proposed and the method of ap- 
pointment of the Administrator and Deputy Administrator of the Panama Canal 
Company. : 

The Bureau of the Budget advises that it believes that the operation of the 
-anama Canal and the enterprises associated with it are of such a nature that 
the position »f the chief administrative officer should continue to be a Presi- 
dential appointee, subject to confirmation by the Senate. The Bureau of the 
Budget further advises that it would have no objection to our recommending 
that the deputy chief administrative officer be appointed by the Secretary of the 
Department having jurisdiction over the canal. 

3y direction of the Commission: 

Sincerely yours, : ; 
PHILLIP YOUNG, Chairman, 


— 


ADMINISTRATIVE OFFICE OF THE UNITED STATES CouRTS, : 
Washington, D. C., March 13, 1956. 
Hon. WARREN G. MAGNUSON, " ' 
Chairman, Senate Merchant Marine and Fisheries NSuhcommittee, 
United States Senate, Washington, D. C. 
Dear SENATOR MaGnuson: On February 14, 1956, in a letter to Mr. Elmore 
Whitehurst, Assistant Director of this Office, you courteously informed him of 
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hearings on a number of bills relating to maritime matters to be held this week, 
including a hearing on Friday, March 16, on a bill in reference to the administra- 
tion of the Panama Canal (S. 2167). The latter is the only one which seems in 
any way to concern the Federal courts. I have two comments to make on that 
bill which I am putting into a written statement and with this letter I send the 
requisite 36 copies called for in your letter. I shall be obliged if the statement 
may be incorporated in the record of the hearing because the matters explained 
are rather important for the courts concerned. Incorporation of the statement 
in the record will be sufficient without oral testimony and I therefore will not 
ask to be heard orally. 
Thanking you for your consideration, I am, 
Sincerely yours, 
Henry P. CHANDLER. 


STATEMENT BY HENRY P. CHANDLER, DIRECTOR OF THE ADMINISTRATIVE OFFICE OF 
THE UNITED STATES COURTS, FOR THE RECORD IN THE MATTER OF THE PENDING 
LiL. RELATING TO THE ADMINISTRATION OF THE PANAMA CANAL, S. 2167 


Mr. Chairman and gentlemen of the Senate Merchant Marine and Fisheries 
Subcommittee, I thank the chairman for giving notice to Mr. Elmore Whitehurst, 
Assistant Director for the Administrative Office of the United States Courts, of 
the hearing to be held on Friday, March 16, 1956, on a bill to make certain changes 
in the administration of the Panama Canal Company, and for other purposes 
(S. 2167), and for giving the Administrative Office an opportunity to appear at 
the hearing. We have concluded that it will be sufficient for us to file this state- 
ment for the record and that it will not be necessary for us to be heard orally. 

Section 246 of the Canal Zone Code as it would be amended by the bill would 
contain a proviso that ‘The cost of renderiig goods and services which woul! 
otherwise normally be borne by other departments of the United States Govern- 
ment in its overseas trust territories and Government reservations, * * * shall 
be borne by the respective Government agencies that would normally provide 
such services, and such agencies shall reimburse the Canal Zone Government 
annually for the services rendered on their behalf” (pp. 2-8 of the bill). 

We have considered this provision in reterence to the effect upon the United 
States District Court for the District of the Canal Zone. in the past there have 
been efforts on the part of the Canal Zone Government to impose upon the courts 
the cost of muintaining the court building at Ancon and to require the payment 
of rent for the quarters of the court in the Administrative Building at Cristobal. 
Our understaniing is, however, that the reference in the pending bill to the cost 
of services Which would “normally be borne by other departments of the United 
States Government” would not place upon the courts any obligation for the 
Inaintenance of the court building at Ancon or for the payment of rent for the 
quarters used by the court in the Administrative Building at Cristobal because 
in ho instance are such costs borne out of the appropriations for the courts either 
outside of the continental United States in areas like the Canal Zone or within 
the continental United States. For instance quarters are provided for United 
States district courts free of charge against the appropriations for the courts in 
Puerto Rico, the Virgin Islands, Hawaii, Alaska, and Guam. So interpreting the 
language of the pending bill we do not object to the provision referred to. Ocher- 
wise we shoul. object and desire to be heard. 

There is a later provision of the bill, the last proviso in section 411 of the Canal 
Zone Code, as it would be amended to which we object because it would purport 
to casi upon a court a duty to decide issues which are essentially nonjudicial. 
The section as amended would require the Corporation to prescribe from time to 
time the rules for the measurement of vessels for the Panama Canal Zone and 
the tolis to be levied for the use of the Paniuma Canal subject to requirements of 
notice and of the approval of the President. Then follows the objectionable 
proviso which reads, “That the Court of Appeals of the Second Circuit shall have 
exclusive jurisdiction to review the acts of the Corporation under this section and 
to compel corporate action unlawfully withheld or unreasonably delayed” (p. 11 
of the bill). 

Under section 41 of title 28 of the United States Code the Canal Zone is a 
part of the Fifth Circuit and not of the Second. Obviously it would seem that 
if duties in reference to the subject matter of section 411 of the bill as it 
would be amended are to be given to any court of appeals, the Court of Appeals 
of the Fifth Circuit of which the District of the Canal Zone is a part, would 
be the right court. 
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But the more fundamental objection to the proviso is that the so-called juris- 
diction given to it is not judicial in nature and not appropriate for a court. 
Courts are constituted to decide issues for which there are definite standards 
either of law or regulations. No criteria are prescribed for the exercise by 
a court of appeals of the jurisdiction purported to be conferred upon it in the 
proviso beyond the vague terms “unlawfully withheld” and “unreasonably 
delayed,” and those are altogether too uncertain to form a basis for court 
action. 

Besides a court of appeals acts only upon a record either of a proceeding in 
a district court or in an administrative agency. The proviso lacks any provi- 
sion for an appropriate record for the consideration of a court of appeals. 
The provision is anomalous and unworkable. It undertakes to give to a court 
functions which do not belong to it and which by its nature it is not adapted 
to perform effectively. Consequently I trust that the proviso in lines 16-20 
of page 11 will be stricken from the bill. 


TREASURY DEPARTMENT, 
March 8, 1956. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 

My Dear Mr. CHAIRMAN: Reference is made to your request for the views of 
this Department on S. 2167, to make certain changes in the administration 
of the Panama Canal Company, and for other purposes. 

The only provision of the bill of particular concern to the Department is the 
proposed proviso to section 246 (e) of the Canal Zone Code that would be added 
by section 3 of the bill. The proposed proviso would require Government 
agencies to reimburse the Canal Zone Government for the cost of providing 
immigration and customs services for the Republic of Panama and the cost of 
rendering goods and services which would otherwise be normally borne by other 
departments of the United States Government in its trust territories and Govern 
ment reservations. 

While the meaning of the proposed proviso is not entirely clear, the Depart 
ment would be opposed to its enactment if it is intended, for example, to require 
the Bureau ef Customs and the Bureau of Narcotics of the Treasury Depart- 
ment to reimburse the Canal Zone Government for the enforcement of customs 
or narcotic laws in the Canal Zone or for the enforcement of such laws by 
the Canal Zone Government for the Republic of Panama. 

The Canal Zone is not within the customs territory of the United States 
and no customs services are provided in the Canal Zone by the Bureau of Cus- 
toms. Such services are apparently performed by officers and employees of 
the Canal Zone Government under chapter 5, title 2, Canal Zone Code. Also, 
the Bureau of Customs provides no customs services in either the Republic 
of Panama or the Trust Territory of the Pacific Islands. Similarly, the Bureau 
of Narcotics dces not enforce the narcotic laws in the Canal Zone, since under 
section 2 of the so-called Harrison Narcotic Act, approved December 17, 1914 
(38 Stat. 785; 26 U. S. C. 4735 (b)), and Executive Order No. 2142, dated March 
1, 1915, the enforcement of the act is a function of local officials. Likewise, 
the Bureau of Narcotics does not enforce the narcotic laws in the Republie 
of Panama and under section 4735(a) of the Internal Revnue Code the admin- 
istration of the narcotic laws in the Trust Territory of the Pacific Islands is 
a function of local internal revenue officers. 

In view of the foregoing, the Department perceives no justification for mak- 
ing reimbursement for customs and narcotic law enforcement functions per- 
formed by officers and employees of the Canal Zone Government. 

The Department has been advised by the Bureau of the Budget that there 
is no objection to the submission of this report to your Committee. 

Very truly yours, 
Davin W. KENDALL, 
Acting Secretary of the Treasury 
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UNITED STATES DEPARTMENT OF LABOR, 
OFFICE OF THE SECRETARY, 
Washington, August 8, 1955. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, 
Washington 25, D. C. 

DeaR SENATOR MAGNUSON: This is in further reply to your request for my 
comments on §S. 2167, a bill to make certain changes in the administration of the 
Panama Canal Company, and for other purposes. 

The main purposes of this proposal are to place the Panama Canal under the 
general jurisdiction of the Secretary of Commerce and to prescribe certain pro- 
cedures for setting tolls. 

Since this proposal involves administrative and fiscal considerations within 
the particular competence of other Federal agencies, I prefer to leave comment 
to those agencies, 

The Bureau of the Budget advises that it has no objection to the submission 
of this report. 

Sincerely yours, 
JAMES P. MitcHety, Secretary of Labor. 





Marcu 8, 1956. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate. 

Dear SENATOR MAGNUSON: Reference is made to your request for a report on 
the bill S. 2167, to make certain changes in the administration of the Panama 
Canal Company, and for other purposes. 

This proposed legislation would make far-reaching changes in the organiza- 
tion, management, and fiscal operation of the Panama Canal Company. In the 
fiscal field its apparent objective is to eliminate certain costs of the canal enter- 
prise from the costs recoverable from tolls charged vessels for the use of the 
Panama Canal. 

Some of the proposals involve matters which, since the 1951 reorganization 
of the canal enterprise, have been the subject of differences in views and some- 
times interests as between, principally, the Panama Canal Company which is 
charged with the administration of the enterprise, United States vessel opera- 
tors who pay tolls for the use of the canal, employees of the Panama Canal Com- 
pany and Canal Zone Government, and the General Accounting Office which con- 
ducts an annual audit of the enterprise. The fiscal provisions of the proposed 
amendments in the subject bill would resolve all controversial issues in favor 
of the tolls-paying users of the canal by placing these additional costs on the 
Treasury of the United States. 

Many of the proposals have been given careful consideration by the Panama 
Canal Company and the Canal Zone Government on other occasions. After 
further detailed study, the canal agencies recommend against favorable consid- 
eration of the subject bill, for the reasons stated in the attached comprehensive 
analysis and discussion of the proposed legislation. 

The Bureau of the Budget has advised that there are no objections to the 
submission of this report. 

Sincerely yours, 
J. S. SEYBorp, 
Governor of the Canal Zone, 
President, Panama Canal Co. 


The CuatrmMan. Because Mr. Mayer, president of the Pacific Ameri- 
ean Steamship Association, had a great deal to do with some of the 
preteen ry discussions regarding this bill. representing not only the 
Pacific Steamship operators but many others who pa rtic ipated, what 
few are left in Intercoastal, I will ask him to be the first witness. 
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STATEMENT OF ROBERT E. MAYER, PRESIDENT, PACIFIC AMERICAN 
STEAMSHIP ASSOCIATION 


Mr. Mayer. Mr. Chairman, we had here last week, prepared to 
testify, Mr. James Sinclair, president of the Luckenbach Steamship 
Co. He wanted to come down today, but is required to be in district 
court in New York City today on another matter and could not get 
away. 

Mr. Sinclair therefore asked me if I could present for him the brief 
statement that he wanted to put in at this hearing. I believe a copy 
of it is before you. 

The Cuatmrman. Yes. I regret that Mr. Sinclair didn’t have the 
opportunity to testify last week. We will assure him that we will 
put his whole statement in the record, and the exhibits therein will 
be made a part of the file. 

He proposes what he calls a new bill, a substitute, which has some 
changes in it. 

Mr. Mayer. Yes, sir. 

The Cuarrman. That should be printed in the record in full. But 
better than that, we will make a committee print of this bill, so we 
will have a so-called clean bill that we can all look at. 

Then he proposes a comparative print of certain sections. 

Mr. Mayer. That is for the purpose of facility of testimony, so that 
reference can be made to various sections. 

The Cuarrman. We will place all of this in the record. You may 
proceed with your testimony. 

Mr. Mayer. If I may go through a part of Mr. Sinclair’s state- 
ment, I would like to. 

In doing so, if those who want to follow Mr. Sinclair’s testimony 
would have this print before them, they will see exactly what the new 
bill does. 


STATEMENT OF JAMES SINCLAIR, PRESIDENT AND GENERAL MAN- 
AGER, LUCKENBACH STEAMSHIP CO., INC., AS READ BY ROBERT 


E. MAYER, PRESIDENT, PACIFIC AMERICAN STEAMSHIP ASSO- 
CIATION 


Mr. Mayer. Mr. Sinclair’s testimony commences with a recitation 
of the fact that his company was in the intercoastal trade since 1914; 
that they have paid altogether some $24 million in tolls; for the past 3 
years their tolls have averaged about $800,000; that on a C-—4 they 
average about $7,350, and about $7,000 for a C-3. 

He comments that tolls are about 8 percent of the total voyage cost 
in the intercoastal trade, less, of course, vessel repairs or cargo expenses. 

He then goes on with his testimony on page 2 in this manner: The 
American-flag steamship industry in the United States, represented 
by the American Merchant Marine Institute, Inc., Association of 
American Ship Owners and the Pacific American Steamship <Asso- 
ciation, have asked me to testify before your committee on the bill 
before you, possibly because the Luckenbach Co. might be considered 
as one whose welfare is rather directly concerned with the degree of 
economy and efficiency of the canal’s operation. 
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At the outset I should like to state that this industry, in laying 
its case before this committee, has also selected other witnesses who 
are here today and are prepared to comment in more detail and on 
other phases of the bill. 

I will go on now to the first point of the bill commented on by Mr. 
Sinclair, ‘which is transfer of the canal to the supervision of the Sec- 
retary of Commerce. 

To facilitate consideration of the proposals by the industry, we have 
placed before you what we have labeled a so- called clean bill, and 
also a document entitled “A C omparative Print.” This latter docu- 
ment is designed to offer committee members at a glance the wording 
of certain sections of the code if the Congress finds it possible to adopt 
the proposals of the industry in the “clean bill.” 

The changes in the Canal Zone Code necessary to place the canal 
under the supervision of the Secretary of Commerce are found in the 
comparative print before you at page 1, lines 7 and 8 and 14 and 19, 
and page 2, lines 2 to 6 and 21 to 24. They are not technical in charac- 
ter and I don’t think it is worth the time of the committee to read 
them now. 

Therefore, without going into detail on them, their effect might be 
described this way: At the present time the supervision of the Canal 
Zone Government and the Panama Canal Company is under the Presi- 
dent or such officer as might be designated by him. By Executive 
orders the President has designated the Secret ary of the Army both as 
supervisor of the Canal Zone Government and as the stoc kholder of 
the Panama Canal Company, and thus as the top supervisory govern- 
ment officials for all canal activities. 

Under the present law the President of the United States appoints 
the Governor of the Canal Zone who, by statute, also serves as Presi- 
dent of the Panama Canal Company. 

The proposal in S. 2167 would leave the appointive power in the 
President; it would continue top management at the zone in one man 
for both the Canal Company and the Canal Zone Government; but it 
would place top supervision in the Secretary of Commerce 1 rather than 
the Secretary of the Army. 

I should say that the proposal in S, 2167 as it is corrected by the 
“clean bill” would do those things. 

I should like to emphasize that, as my testimony will develop, two 
leading Government agencies concerned with the problem of organi- 
zation, namely the Bureau of the Budget and the General Accounting 
Office, as well as the Staff of the Government Operations Committee 
of the United States Senate, have already urged that the canal be 
transferred to civilian control. 

The Cratrman. Isn’t there a Hoover Commission report, too, on 
that ? 

Mr. Mayer. Yes, sir; I regret to say that I cannot recall whether 
they recommended transfer to the Commerce Department or not. 

The Cuarrman. I don’t either. We will get to that. 

Mr. Mayer. I can furnish that information. 

The operation of the canal, which is an international waterway, 
and its related business activities, fall directly within the area of the 
interest of the Department of Commerce. The organic act of the 
Department of Commerce provides this: 
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It shall be the province and duty of said Department to foster, promote, 
and develop the foreign and domestic commerce * * * shipping, * * * and the 
transportation | facilities of the United States. 

By 1950, in which year Reorganization Plan No. 21 transferred the 
Maritime Administration to that Department, the transportation 
agencies of the Government were largely centered in the Department 
of Commerce, viz, the Civil Aeronautics Administration, the Mari- 
time Administration, and the Bureau of Public Roads, and also the 
Weather Bureau and the Coast and Geodetic Survey, which provide 
vital services to transportation. 

The President of the United States in that year, in his message 
transmitting Plan 21 to Congress, declared it to be his purpose “to 
look to the Secretary of Commerce for leadership with respect to 
transportation problems and for the development of overall trans- 
portation policy within the executive branch.” 

The President further asserted that the Commerce Department 
was “a sound and effective organization for the operating and promo- 
tional programs of the Government relating to tr ansportation.” 

Plan 21 also created in the Department ‘of Commerce the office of 
Under Secretary for Transportation, and that Department is the only 
one in the executive branch with so high an officer with responsibilities 
confined to the field of transportation. 

Moreover, the Department of Commerce has the principal commer- 
cial and economic agencies of the Government, such as the Bureau of 
Foreign and Domestic Commerce, the Office of International Trade, 
and the Bureau of Business Economics. 

In consequence there has developed in the Department of Commerce 
a business and transportation-minded personnel who are notably quali- 
fied to understand and deal with the administrative and policy pr ‘ob- 
lems of the Panama Canal, which is after all a major transportation 
facility of the United States serving the interstate and foreign com- 
merce of the United States. 

Despite the obvious qualification of the Department of Commerce, 
supervision of the Panama Canal is presently vested in the Depart- 
ment of the Army. Canal Company board members are appointed 
by and serve at the pleasure of the Secretary of the Army; he him- 
self serves as a board member; the Governor and Company president 
has always been a high ranking Army officer; most of the principal 
subordinates are usually officers of the armed services, assigned b 
their respective agencies for terms of 3 to 4 years, and the board 
was in large part constituted in recent years, 1952 and 1953, by 
retired generals, former governors, or lieutenant governors of the 
zone, the Secretary of the Army, an Army U nder Secret: ry, and 
administrative assistant in the office of the Secret: wy of the Army, 
a former Secretary of the Army, and a former Chief of Engineers 
of the United States Army. 

The reasons that the canal is an Army responsibility are historical. 
The canal was originally built by the Corps of Engineers—and 
let me say they did an excellent job, succeeding where the French 
had failed. And from 1898 to 1939 the Bureau of Insular Affairs, 
which had responsibility for the administration of our overseas pos- 
sessions, was in the War Department. 

Neither of these reasons apply today. The canal has now been 
built. It is no longer primarily an engineering problem. With 
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respect to dredging and the physical maintenance of the canal as 
a waterway, the. Army engineers would still have responsibility and 
authority under the Rivers and Harbors Act, despite a transfer of 
superv ision to the Secretary of Commerce. 

The second historical reason, namely, the location of the Bureau 
of Insular Affairs in the War Department, is similarly no longer 
applicable. By Reorganization Plan No. 2 of 1939 that Bureau was 
transferred to the Department of the Interior, and that Department, 
it is my understanding, now supervises the administration of our 
overseas possessions other than the Panama Canal. In these other 
overseas possessions the Armed Forces have nevertheless large installa- 
tions, yet there has proved to be no incompatibility between the 
dominance of the Armed Forces with respect to military protection 
and civilian administration of ordinary governmental affairs. 

xecutive Order No. 10398, issued by ‘the President on September 
26, 1952, provides, with respect to the canal, that the views of the 
Commander in Chief, Caribbean Command, shall prevail over those 
of the Governor of the Canal Zone with respect to determinations 
as to whether any aspect of the protection of the Canal Zone pertains 
to its military security, protection, or defense, as distinguished from 

the protection afforded by civil authorities. Thus we ‘have a mili- 
tary control superimposed upon military control. The necessity for 
Executive Order No. 10398 shows that primary military responsibility 
should be vested in the Commander in Chief, Caribbean, rather than 
in the Governor of the Conal Zone, despite the military character 
of that officer and the fact that he is supervised by the Secretary of 
the Army. 

Moreover, when in September 1939 the outbreak of World War IT 
convinced the President that the Panama Canal was in some danger, 
by Executive Order 8232 he subjected the Governor of the Canal Zone 
to the Commander in Chief, Caribbean Command. 

I therefore urge the national defense aspect of the Panama Canal 
has been “rat ately recognized by these powers of the commander 
in Chief, Caribbean, and that the day-to-day operation of the canal 
and its cad business activities can safely be entrusted to civilians. 

Moreover, even within the Armed Forces there would seem little 
reasons for locating the canal with the Army. Under present con- 
ditions the responsibility for the defense of the canal would fall on 
the Navy.and Air Force operating hundreds of miles from the canal 
to intercept enemy ships and bombers. The principal user of the 

canal among Armed Forces—and it is at times a very large user—is 
the Navy, with its w arships and military sea transportation service. 

As I have already mentioned, the : proposal and the reasoning which 
J adv: anced today follow closely the views of the Bureau of the Budget, 
the General Accounting Office, and the staff of the Government Oper a- 
tions Committee of the Senate. Of particular importance is the rec- 
ommendation of the Bureau of the Budget, expressed in House Docu- 
ment 460 of the 81st Congress. 

I attach as an exhibit to my prepared statement excerpts from that 
report in which the Bureau squarely urged that the Panama Canal 
be transferred to the Department of Commerce. As I have done to- 
day, the Bureau’s report emphasized the responsibility of the Secre- 
tary of Commerce for national transportation policy and the exist- 


PANAMA CANAL 19 


ence of staff facilities for assisting the Canal Company both in trans- 
portation and_ business- management problems. The views of the 
General Accounting Office have been expressed in its various audit 
reports, especially those for the y years 1953 and 1954, fiscal years in 
both cases. I include an excerpt from the 1953 report in the exhibit. 
The views of the staff of the Senate Committee on Government Opera- 
tions are found in staff memorandum No. 83-2-34, issued on December 
31, 1954, and entitled “Major deficiencies in the organization and oper- 
ation of the Panama Canal Company and Canal Zone Government as 
disclosed by audit reports of the Comptroller General of the United 
States.” TI also include excerpts from that report in the exhibit. 

One thing we might add, is that our proposal does not imply any 
criticism of the good faith of the military. What I mean is we do 
not have usual commercial customer relationship. Industry people 
who have studied the canal’s operation under its present administra- 
tion and under Public Law 841 have observed the accomplishment 
of some worthwhile economies at the canal in recent years. ‘There 
remain, however, certain differences as to basic policy and interpre- 
tation of the Canal Zode Code which have led to litigation which I 
shall later mention briefly. 

We believe that in time of peace the canal is mainly a commercial 
enterprise, providing transit for commercial vessels. This is indi- 

cated clearly by the $33.9 million in tolls collected from commercial 
aaa during fiscal 1955 as against $1.2 million credited to the Com- 
pany for the transit of Government vessels, both military and non- 
military. The converse is of course true in time of war. 

Our proposal is based on the simple principle that a revenue-pro- 
ducing agency of this type, providing a service to industry, should be 
under the supervision of that Department of the Government which 
has the responsibility in matters related to the commerce of the Nation. 

That coneludes Mr. Sinclair’s remarks on the first point, that is, 
transfer to the supervision of the Secretary of Commerce. Mr. Sin- 
clair also wanted to comment on the provisions in the bill requiring a 
self-support formula for the business activities. His statement goes 
on this way: 

Changes proposed to accomplish self-support of these activities are 
found at the following places in the comparative print of the proposed 
new code sections that have been placed before you: 

Page 7, lines 3-25. 

Page 9, lines 13-14. 

While I do not think we should take the time to read the other one, 
this one I think we should read. It is short language. It commences 
on page 7. So we can have it in focus I will read that section. 

Sec. 248. (a) GENERAL PURPOSE OF CORPORATION. The corporation shall have, 
as its major objective, the economic and efficient transiting of vessels through 
the Panama Canal. In effecting such major objective the corporation shall 
operate the Panama Canal, including the locks, channels, towing facilities, and 
other facilities used in actual transit and to the extent found necessary to accom- 
plish such purpose, it shall also operate facilities not used in actual transit— 
and this is where the self-formula comes— 


but such additional facilities shall be operated in a manner to be self-supporting ; 
the corporation shall allow as cost the items of overhead, maintenance and op- 
eration, depreciation, interest on investment, and a proportionate share of the 
net cost of the Canal Zone Government: Provided, however, That all goods and 
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services supplied by the corporation and Canal Zone Government to its employees 
shall be exempt from such self-support requirement. The Administrator shall, at 
least annually, take whatever action is necessary to establish consumer prices 
in the Canal Zone on such a level as to establish a cost of goods and services in 
the Canal Zone equal to the current cost of equivalent goods and services in 
Washington, D. C., as established by the Bureau of Labor Statistics. 


We will comment in considerable detail later on the Bureau of Labor 
Statistics pricing formula. 

The language on page 9 is mechanical in character and is not im- 
portant. It just makes another section. 

The Cuamman. We will put in the record in full the excerpts from 
the Bureau of the Budget study, and the excerpts from the General 
Accounting Office report, and from the staff memorandum of the 
Senate Committee on Government Operations. 

(The excerpts are as follows :) 


Excerets FroM BUREAU OF THE BUDGET StupyY TRANSMITTED BY THE PRESIDENT 
TO CONGRESS ON JANUARY 31, 1950 (H. Doc. 460 oF THE 81sT CONG. ) 


From pages 10-12: 
SUPERVISION OF THE PANAMA CANAL AND PANAMA RAILROAD COMPANY 


Supervision of the Panama Canal and the Panama Railroad Company has been 
vested from the very beginning in the Secretary of War and his successor, the 
Secretary of the Army. President Theodore Roosevelt’s letter of May 9, 1904, 
cites two principal reasons for requesting the Secretary of War to act as his 
representative in supervising the construction of the canal and the government 
of the Canal Zone: 

(1} the War Department is the Department which has always supervised 
the construction of the great civil works for improving the rivers and 
harbors of the country and the extended military works of public defense; 

(2) the War Department has from time to time been charged with the 
supervision of the government of all of the island possessions of the United 
States, and continues to supervise the government of the Philippine Islands. 

Neither of these reasons would apply with equal force today. Construction has 
become incidental to the maintenance and operation of the canal. The War 
Department is no longer the agency which supervises the government of our 
island possessions. Reorganization Plan No. II of 1939 transferred all remaining 
functions of the War Department’s old Bureau of Insular Affairs to the De- 
partment of the Interior. 

Excellent reasons existed for not considering any change with respect to 
the Panama Canal at the time when the War Department was relieved of its 
remaining responsibilities over Territories and possessions in 1939. It was in 
September of that year that the President found it necessary to invoke the 
provisions .of the Panama Canal Act by placing the canal under the direct com- 
mand of the Army. To have placed the canal under any official other than the 
Secretary of War in 1939 and the ensuing war years would have been illogical 
and resulted in a divided command. 

When Executive Order No. 8232 is rescinded, however, the organization status 
of the Panama Canal and the Panama Kailroad Company should be reappraised. 
The intent of the Panama Canal Act that in peacetime the canal and its adjuncts 
should be under civilian control is unmistakable. The canal itself, which has 
been aptly described as a great international public utility, is fundamentally a 
commercial waterway for international commerce. Operation of a vast com- 
mercial enterprise such as the canal and its adjuncts and the civil government 
of the Canal Zone is not necessary for the performance of the basic mission of 
the Department of Defense. 

At the policy level the programs of the Panama Canal and the Panama Rail- 
road Company have their most significant impact in the transportation area. 
Actions taken by the canal may vitally affect not only world trade and shipping 
but also intercoastal trade and transcontinental railroads. The question of 
tolls rates, for example, raises important issues which should be reviewed in 
the light of the objectives of national transportation policy. Neither the Sec- 


PANAMA CANAL 21 


retary of Defense nor the Secretary of the Army has at the present the depart- 
mental responsibility or the staff resources to deal adequately with policy issues 
of this character. Military-staff channels are not and should not be used for 
this purpose. In the absence of other staff facilities the Secretary of the Army 
has been compelled to rely almost exclusively on his administrative assistant, 
who has numerous other important duties, and the Washington Office of the 
Panama Canal for assistance on Panama Canal matters. 

Establishment of a special Panama Canal staff in either the Office of the Sec- 
retary of Defense or the Secretary of the Army would offer only a partial solu- 
tion to the problem and might well further complicate coordination of transpor- 
tation policy. The Commission on Organization of the Executive Branch of the 
Government recommended that— 

there be established in the Department of Commerce a grouping of all major 
nonregulatory transportation activities of the Federal Government. 
The Panama Canal would clearly come under the Commission’s definition of a 
“transportation activity.” Since the Secretary of Commerce is to be charged 
with coordination of transportation policy, it would be an entirely logical step 
to transfer to him supervisory authority over the canal and its adjuncts. 

The working out of a satisfactory relationship between the canal and the 
Armed Forces on the isthmus does not require that they report to the same 
department head. A clear-cut separation of civilian and military functions has 
already been accomplished in such highly strategic areas as Guam and the 
American zone of Germany. In some respects a separation would simplify the 
solution of differences between the two agencies. The governor under existing 
arrangements operates at a serious disadvantage when he attempts to persuade 
the Secretary of the Army to overrule his military advisers. Often the best 
he can hope for is no action. Some of these questions could undoubtedly be 
settled more expeditiously by across-the-board discussions between the Secretary 
of Commerce and the Secretary of Defense. It would only be on rare oceasions 
that unresolved issues would have to be taken to the President. 

Suggestions that the canal be included in a Department of Overseas Affairs fail 
to recognize the unique status of the canal and the Canal Zone. There are 
significant differences between the Canal Zone and other Territories and pos- 
sessions. The Canal Zone is unique both as to the purposes for which it was 
acquired and is maintained by the United States and its status under governing 
treaties and laws. It is essentially a United States Government reservation 
devoted to the purposes of the maintenance, operation, sanitation, and protection 
of the Panama Canal and its auxiliary works. 

From page 17: 

4. It is recommended that responsibility for supervision of the Panama Canal 
and the Panama Railroad Company be transferred from the Secretary of the 
Army to the Secretary of Commerce. 

The Panama Canal and the Panama Railroad Company should be included 
with the other major nonregulatory transportation agencies which the Commis- 
sion on Organization of the Executive Branch of the Government has recom- 
mended be grouped together under the Secretary of Commerce. It is essential 
that Panama Canal policies be coordinated with the objectives of national trans- 
portation policy and such coordination can best be achieved through supervision 
by the Secretary of Commerce. Staff facilities already exist in the Department 
of Commerce which could be developed to furnish necessary assistance to the 
Secretary of Commerce in fulfilling his supervisory responsibility with respect 
to the Panama Canal enterprise. Such facilities do not now exist in the Depart- 
ment of the Army and the Department of Defense and military staff cannot 
satisfactorily be employed for this purpose. 

In addition, the Department of Commerce is constantly engaged in studying 
business-management problems and is consequently in an excellent position to 
provide valuable assistance to the corporation in its conduct of the many varied 
commercial enterprises on the isthmus. 

The historical reasons for placing the Panama Canal under the Secretary of 
War’s supervision no longer apply. The construction stage of the canal’s opera- 
tion has long since been completed, and the Department of the Army is no longer 
the agency charged with the responsibility for government of Territories and 
island possessions. 

In time of war or when war is threatened, the Panama Canal could be placed 
under military supervision and control as is now provided by the Panama Canal 
Act. 
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Excerpt From GENERAL ACCOUNTING OFFICE AUDIT REPORT FOR 1953 


From page 20: 

The organization should be managed and operated primarily as a business 
enterprise. The canal is a commercial international waterway. We see no 
reason for continuing the regular operations of the canal under military domi- 
nance. That the Governor is not intended to apply military judgment to canal 
operations is made clear in Executive Order 10398, dated September 26, 1952, 
which states: 

“1. As between the Commander in Chief, Caribbean, and the Governor of the 
Canal Zone, the views of the former shall prevail with respect to determinations 
as to whether any aspect of the protection of the Canal Zone pertains to its 
mnilitary security, protection, and defense, as distinguished from the protection 
afforded by the civil authorities. Should the Governor of the Canal Zone dis- 
agree with any specific decision of the Commander in Chief, Caribbean, under 
this paragraph, the said Governor may, through the Secretary of the Army or 
through the Board of Directors of the Panama Canal Company, as may be 
appropriate, appeal such decision to the President.” 

A civilian governor could comply with the above order as well as a military 
governor and could deal in international affairs as well. In addition, an atti- 
tude of cost consciousness would contribute greatly to more economical opera- 
tions, and civilian management would provide a continuity in key managerial 
positions which is not possible under the present system of relatively short 
assignments by personnel of the Armed Services. 


FroM STAFF MEMORANDUM No. 83—2-34 oF DECEMBER 31, 1954, OF THE SENATE 
COMMITTEE ON GOVERNMENT OPERATIONS ENTITLED “MAJOR DEFICIENCIES IN 
THE ORGANIZATION AND OPERATION OF THE PANAMA CANAL COMPANY AND CANAL 
ZONE GOVERNMENT” 


From part 4, (1) (¢): 

Forty years have elapsed, however, since the completion of the construction 
of the canal, and the Canal Zone is now in precisely the same position as other 
Territories and island possessions. Although the Military Establishment is still 
responsible for the defense of these areas, it has no responsibility either for 
their government or for the operation of commercial enterprises. (See Reor- 
ganization Plan No. 2 of 1939.) 

In the light of the foregoing, there appears to be much substance to the con- 
clusion of the Comptroller General that the Panama Canal is a commercial 
international waterway which should be managed and operated primarily as a 
business enterprise. Although recognizing that the Military Establishment 
must retain responsibility for the canal’s defense, as it does for all of the United 
States, its Territories and possessions, the Comptroller General observes that 
no reason exists why the regular operations of the Canal and its related and 
associated activities, including the Zone Government, should continue under 
military dominance. 


From part 4, (1) (d): 

In a recent survey of duplication of government activities and facilities, made 
by the Comptroller General, he found that they include commissaries, warehouse, 
post exchanges, theaters, steamships, motor pools, bakeries, laundries, hospitals, 
housinz, docks and piers, cold storage plants, fire-fighting facilities, oil handling 
and storage facilities, shipwright shops for small craft repairs, various types of 
heavy construction equipment, asphalt, concrete and rock-crushing plants, photo- 
graphic units, printing plants, office machine repair units, civilian personnel 
offices, and 17 miscellaneous retail stores. 

The Comptroller General points out that these activities and facilities which 
are presently carried on and maintained by the three commands of the Military 
Establishment (Army, Navy, and Air Force), in a majority of instances, dupli- 
cate those carried on and maintained by the Panama Canal Company and the 
Canal Zone Government. Furthermore, he states that, in many instances, each 
of the three sister services carries on activities and maintains facilities which 
duplicate one another. He notes further that although the Company has termi- 
nated a few of these activities, the military has, for the most part, done little 
or nothing with respect to consolidation and elimination of duplicating facilities. 

In commenting on the origin of this vast network of duplicating activities and 
facilities, the Comptroller General notes that prior to World War II, the facili- 
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ties of the canal organization were, in general designed to meet the needs of all 
Government agencies in the Canal Zone, including the Armed Services. To 
meet expanded needs during World War II, the Armed Services constructed 
or installed many facilities which duplicated those of the canal organization. 
With the end of the war and the reduction in military personnel in the zone, total 
facilities became excessive to total Canal Zone needs. Nevertheless, the Armed 
Services continued to operate many of their own activities, and the effects of this 
are reflected in the unit operating costs of the canal activities which are in- 
tended by the Congress to be operated on a commercial basis. The reduced 
volume of business without a corresponding reduction in cost of operating facili- 
ties results in increased unit costs, and, although the financial burden on the 
Company through loss in revenue and increased unit costs cannot be accurately 
determined, it is obviously substantial. 

Mr. Mayer. At present these activities operate at substantial losses. 
To some extent these losses are due to the duplication of facilities 
resulting from World War II, as has been noted in the audit reports 
of the Comptroller General and the staff memorandum of the Gov- 
ernment Operations Committee to which I have already referred, 
and an excerpt of which is included in the exhibit submitted in support 
of this statement. 

Again, in fairness to the present administration at the canal, in- 
dustry people who have visited the zone in the past 2 years and who 
have studied closely the annual reports of the canal have observed 
that there have been consolidations and elimination of duplications 
to some extent. These have been in bakeries and hospitals as ex- 
amples, and there is currently a proposal for consolidation of fire- 
fighting forces. 

The proposal on page 7, lines 3 to 10, and page 9, lines 13 to 14, in 
the comparative print are an effort to limit the authorized activities 
at the canal to those necessary for accomplishnig the mission there, 
“the economic and efficient transiting of vessels through the canal.” 

The language immediately following that would require that other 
operations, such as the railroad, steamship lines, ship-repair facilities, 
hotels, and so forth, be operated on a self-supporting basis accord- 
ing to usual business practice, and according to a formula set out 
in the text. Losses from these operations are now the subject of liti- 
gation, wherein the industry contends that they may not under the 
law be charged to tolls. We shall be glad to furnish you with copies 
of this complaint if you wish them, also copies of a brief which the 
complainants have submitted to the court. Part I of that brief 
outlines the reasons why we believe that under existing law the Panama 
Canal Company is acting wrongfully in charging the losses of the 
business activities against tolls. 

BLS pricing formula for employees: On page 7, lines 17 to 25, 
in the comparative print, it is provided that— 
all goods and services supplied by the Panama Canal Company and the Canal 
Zone Government to its employees shall be exempt from such _ self-support 
formula. 

This is proposed by the industry as being in compliance generally 
with American industrial practice for personnel living abroad. Per- 
sonnel at the canal should be entitled to the same kind of living, as 
nearly as it can be supplied, at the same cost as it is obtainable by 
their fellow Government employees in the United States. They are 
there at the convenience of the Canal Company and their salaries 
are based upon United States standards. We do not expect them 
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to be penalized for living there, neither should they expect to be placed 
in a position of advantage over their stateside counterparts with 
respect to living cost. I understand there is already a 25 percent 
differential in salary to canal employees, as well as certain home leave 
transportation pr ivileges, both benefits being designed to compensate 
them for living in this area, just as there are similar benefits for 
Government employ ees in other overseas territories or foreign coun- 
tries. 

I am informed by industry representatives who framed this lan- 
guage that it has been discussed fully with representatives of canal 
employees and with the Bureau of Labor Statistics, and seems to meet 
the needs of all concerned. Such representatives will testify before 
this committee and will be in a position to answer detailed questions 
as to this proposal. I believe these witnesses will want to clarify 
in some detail just what is sought to be accomplished by the BLS 
pricing formula at the canal. 

This concludes my comments on three of the major proposals in 
the bill. Other major proposals include a requirement that other 
Government agencies reimburse the Canal Zone Government for 
services performed by it which are the normal function of other 
agencies; a provision for mandatory tolls prescription and one for 
court review of tolls decisions. These will be commented on by other 
industry witnesses, which will follow me if that fits the committee’s 
schedule. 

Industry witnesses will be pleased to answer questions that commit- 
tee members may have, in any order that the committee desires. How- 
ever, if convenient to the committee, we suggest that it might like 
to hear the full proposal of the industry from all of its witnesses 
before questioning, since the full recitation of our proposals will 
answer many questions that may occur to you and might permit of 
a more coordinated examination of these legislative Repent a 

I request permission to submit at this time for the record the exhibit 
aforementioned, as well as the clean bill and comparative print. 

The CrarrmMan. We will put those in the record, and I will have 
a committee print made of the changes. 


“Comparative Print,’’ March 8, 1956 
CANAL ZONE CODE 


CoMPARATIVE PRINT oF CERTAIN SecTIoNS AS THEY Woutp Reap AFTER 
AMENDMENT BY 8S. 2167, Witrn AppITIONAL PROPOSED CHANGES 


ESTABLISHMENT, ADMINISTRATION, AND FUNCTIONS OF 


CanaL ZoNE GOvVERNMENT.—The independent agency of the 
United States heretofore known as the Panama Canal shall here- 
after 


**(1) be known as the Canal Zone Government; 

““(2) be administered, under the supervision of the President @F Supervision by 
sueh offeer of the United States as may be designated by hin Secretary of 
Secretary of Commerce by a Governor of the Canal Zone; and ata 

““(3) be charged, except as otherwise provided by law, with the 
performance of the various duties connected with the civil govern- 
ment, including health, sanitation and protection, of the Canal 


Zone. 
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“6. Appeweuent, Fenn anp Sanan¥ or Govenner-—the 
Geverner of the Panama Canal shall be appointed by the Bresi- 
dent, by and with the adviee and eonsent of the Senate; eonitis- 
siered for & term of fore serps and tat his stteeesser is appettted 
and etelified: He shall receive a salary of $16,000 @ year: 9 fAteE- 

“6. APPOINTMENT AND TERM OF GOVERNOR—TO SERVE ALSO 
As ADMINISTRATOR.—The Governor of the Canal Zone shall be 
appointed by the President, by and with the advice and consent of 
the Senate, and shall serve also as Administrator of the Panama 
Canal Company.” 

“246. INVESTMENT OF THE UNITED States.—(a) As of the 
beginning of business July 1, 1948, the corporation shal! issue to 
the United States, and deliver to the § Secretary of the ‘Treasury, 
a receipt for $1 acknowledging the transfer to the corporation, 
under the provisions of section 251 of this title, of the net assets 
of the Panama Railroad Company, hereinafter referred to as 
the ‘New York company,’ a corporation created by an Act of 
the Legislature of the State of New York passed on April 7, 1849, 
as amended by an Act of that legislature passed on April 12, 
1355, and which is wholly owned by the United States, and such 
r-ceipt shall be evidence of the ownership of the corporation by 
the United States cf America. In its capacity as owner of the 
corporation, the United States shall be represented by the Presi- 
dent of the United States or seh other offieer of the United States 
ae may be designated bu him Secretary of Commerce, hereinafter 
referred to as the ‘stockholder’. 

“246 (e) The corporation is further obligated to pay into the 
Treasury as miscellaneous receipts amounts sufficient to reimburse 
the Treasury, as nearly as possible, (1) for the annuity payments 
under article XIV of the convention of November 18, 1903, be- 
tween the United States of America and the Republic of Panama, 
as modified by article VII of the treaty of March 2, 1936, between 
the said Governments, and (2) for the net costs of operation of the 
agency known as the Canal Zone Government. The net costs of 
operation of the Canal Zone Government, which are deemed to 
form an integral part of the costs of operation of the Panama Canal 
enterprise as a whole, shall not include interest but shall include 
depreciation and the reimbursement of other Government agencies 
for expenditures made on behalf of the Canal Zone Government: 
the payinents ite the Freastey, referred te in this paragraph 
shel be made annually te the extent earned; and if net earned 
shell be aitde fret sHbseqttert ersten tttess the Coneress shett 
otherwise direet: Provided, That the cost of providing immigration 
and custom service for the Republic of Panama and the cost of render- 
ing goods and services which would otherwise normally be borne by 
other departments of the United States Government in its overseas trust 
territories and Government reservations, and such portion of the cost 
of operating and maintaining roads, highways, sewers, and other such 
facilities and services, as is represented by the use of military personnel 
and their families (such portion to be determined by the ratio that milt- 
tary personnel and their dependents, together with civilian employees 
of the military and other governmental agencies and their dependents, 
residing in the Canal Zone bear to civilian United States citizens in 
the Canal Zone and citizens of the Republic of Panama employed by 
the Panama Canal Company and the Canal Zone Government and 
their dependents, residing in the Canal Zone), shall be borne by the 
respective Government agencies that would normally provide such serv- 
aces, and such agencies shall reimburse the Canal Zone Government 
annually for the services rendered on their behalf. In the event, how- 
ever, that such reimbursement is not made as hereinabove set out, or is 
delayed beyond the end of the fiscal year, then for the purposes defined 
in section 412 (b) such cost shall not be included in determining the 
net cost of operating the Canal Zone Government: Provided further, 
That the Canal Zone Government shall require payment on a full cost 
basis for goods and services provided to individuals or their depend- 
ents, when such individuals are not employed by the Canal Zone 
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Government or the Panama Canal Company. The payments into 
the Treasury referred to in this paragraph shall be made annually 
to the extent earned and, if not earned, shall be made from subse- 
quent earnings unless the Congress shall otherwise direct.’’ 

“247. Bearp or Dineerers——Fhe management of the eorpe- 
ration shall be vested in @ beard of directors consisting of net less 
trast HHte Hep Here tit thistees persets adie shal be appetited 
by and held oeffiee at the pleastre ef the steekhelder; or if he so 
theta eesti at tie steelers tte ett te tebe eter pam 
sens: Provided, Phat the Geverner of the Paname Canal shal be 
& director and president of the eorperttiot: Before entering tpern 
Sir dlilises alle ak Sha dinaaie ae eanaiaded Ghee tales ae ek 
lations sid te titettHts presertbed bye the Beta of diteetors: with 
the approval of the steelkholder, may be paid by the corporation 
@ retsoneble per dient attewanee in Hee of stbsisteree expense in 
Connection sith attendees at teetiies of the beard oP Ht ebH- 
Reetion arith the time spent on specie! serviee of the eerperation; 
end ther trereline expenses te and from preetines er aren tper 
sueh special service; witheut regard te the Subsistence Expense 
thet of 4424, as attended, or the mttrderdised Goverment Lravel 
Regrlations: Nethine contained in this setiele or in any other 
Aret shal be construed te prevent the appeintment and sepviee: ag 
& director effeer: ot etiptexee of the corporation, of ae offeer oF 
eHipleree of the Ltted atites: the diteetots ef aehert + Hitterity 
shel eonstitite & querim fer the transaetion of business: shall meet 
for organization pttrpeses when tid witere etlted by the steet- 
elder sid fer stthsedtert Heetites as provided ba the batts: 

Sec. 247. MANAGEMENT oF CorRPpoRATION.—(a) The manage- 
ment of the corporation shall be vested in an Administrator who shall 
be appointed by the President of the United States, by and with the 
advice and consent of the Senate, and who shall receive compensation 
at the rate of $22,500 per annum. 

‘(b) To assist the Administrator of the corporation in the execu- 
tion of the functions vested in the corporation, there shall be a Deputy 
Administrator who shall be appointed by the President of the United 
States, by and with the advice and consent of the Senate, and who 
shall receive compensation at the rate of $20,000 per annum. The 
Deputy Administrator shall perform such duties as the Administrator 
may from time to time designate and shall be acting Administrator 
and perform the functions of the Administrator during the absence 
or disability of the Administrator or in the event of a vacancy in the 
office of the Administrator. 

‘““(c) There is hereby established the Advisory Board of the Panama 
Canal Company which shall be composed of seven members appointed 
by the President, by and with the advice and consent of the Senate, 
not more than four of whom shall belong to the same political party. 
The Advisory Board shall meet at the call of the Administrator, 
who shall require it to meet not less often than once each ninety days; 
shall review the general policies of the corporation including its 
policies in connection with design and construction of facilities and 
the establishment of rules of measurement for vessels and rates of 
tolls; and shall advise the Administrator with respect thereto, and 
shall perform such other functions assigned to it under the provisions 
of this title. Members of the Advisory Board shall receive for their 
services as members compensation of not to exceed $50 per diem 
when actively engaged in the performance of their duties, together 
with their necessary traveling expenses while going to and from 
meelings.”’ 

“Sec. 248. (a) GENERAL Purpose or Corporation.—The cor- 
poration shall have, as its major objective, the economic and efficient 
transiting of vessels through the Panama Canal. In effecting such 
major objective the corporation shall operate the Panama Canal, 
including the locks, channels, towing facilities, and other facilities 
used in actual transit and, to the extent found necessary to accomplish 
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such purpose, it shall also operate facilities not used in actual transit; 
but to the extent practicable such additional facilities shall be operated 
in a manner to be self-supporting. In determining whether or not a 
facility is self-supporting, the corporation shall allow as cost the 
items of overhead, maintenance and operation, depreciation, interest 
on investment, and a proportionate share of the net cost of the Canal 
Zone Government: Provided, however, That all goods and services 
supplied by the corporation and Canal Zone Government to its 
employees shall be exempt from such self-support requirement. The 
Administrator shall, at least annually, take whatever action is neces- 
sary to establish consumer prices in the Canal Zone on such a level 
as to establish a cost of goods and services in the Canal Zone equal 
to the current cost of equivalent goods and services in Washington, 
D. C., as established by the Bureau of Labor Statistics. 

“(b) GENERAL Powers OF CorporatTion.—The corporation 
shall have and may exercise the following general powers, in 
addition to those elsewhere conferred in this article: 

‘“‘te} (1) Shall have a perpetual succession in its corporate name 
unless dissolved by Act of Congress. 

“¢b} (2) May adopt, alter, and use a corporate seal, which 
shall be judicially noticed. 

‘““{e} (3) May adopt, amend, and repeal bylaws governing 
the conduct of its general business, and the performance of the 
powers and duties granted to or imposed upon it by law. 

‘“{4} (4) May sue and be sued in its corporate name. 

“fe} (5) May appoint stich officers, agents, attorneys, and 
employees as may be necessary for the conduct of the business 
of the corporation, define their authority and duties, fix their 
compensation, delegate to them such of the powers of the corpora- 
tion as may be necessary, require that such of them as it may 
designate be bonded, and fix the penalties and pay the premium 
of such bonds. Persons employed by the corporation whose 
compensation is paid on any basis other than a per annum basis 
shall not be included in making computations pursuant to the 
provisions of section 607 of the Federal Employees Pay Act of 
1945. The provisions of section 82 of this title, as amended, shall 
apply to the corporation and to its officers and employees. 

“{f} (6) May enter into contracts, leases, agreements, or other 
transactions. 

‘“{g} (7) Shall have, in the payment of debts out of bankrupt 
estates, the priority of the United States. 

“th (8) May determine the character of and necessity for its 
obligations and expenditures and the manner in which they shall 
be incurred, allowed, and paid, and may incur, allow, and pav 
the same, subject to pertinent provisions of law generally appli- 
cable to Government corporations. 

“444 (9) May purchase, lease, or otherwise acquire, and hold, own, 
maintain, work, develop, sell, lease, exchange, convey, mortgage, 
or otherwise dispose of, and deal in, lands, leaseholds, and any 
interest, estate, or rights in real property, and any personal or 
mixed property, and any franchises, concessions, rights, licenses, 
or privileges necessary or appropriate for any of the purposes 
expressed in this article.” 

“Sec. 249. Specitric Powrers oF CoRPORATION.—Subject to 
the provisions of the Government Corporation Control Act, and 
insofar as consistent with the provisions of section 248(a), the cor- 
poration shall have and may exercise the following specific powers, 
in addition to those elsewhere conferred in this article: 

““(a) May maintain and operate the Panama Canal. 

“(b) May construct, maintain, and operate a railroad across 
the Isthmus of Panama. 

_ “(e) May construct or acquire vessels, and operate the same 
for transportation of passengers or freight, and for other purposes, 

“(d) May construct or acquire, establish, maintain, and operate 
docks, wharves, piers, harbor terminal facilities, shops, yards, 
marine railways, salvage and towing facilities, fuel-handling fa- 
cilities, motor-transportation facilities, power systems, water sys- 
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tems, a telephone system, construction facilities, living quarters 
and other buildings, warehouses, storehouses, hotels, a printing 
plant, commissaries and manufacturing, processing, or service 
facilities in connection therewith, laundries, dairy facilities, res- 
taurants, amusement and recreational facilities, and other business 
enterprises, facilities, and appurtenances necessary or appropriate 
for the accomplishment of the purposes of this article. 

‘“(e) May make or furnish sales, services, equipment, supplies, 
and materials, as contemplated by this article, to vessels, to 
agencies of the Government of the United States, to employees 
of the Government of the United States, and to any other govern- 
ments, agencies, persons, corporations, or associations eligible to 
make or receive such purchases, services, supplies, or materials 
under the laws prevailing at the time and the policies heretofore or 
hereafter adopted consistently with such laws. 

““(f) May use the United States mails in the same manner and 
under the same conditions as the executive departments of the 
Federal Government. 

““(9) May take such actions as may be necessary or appro- 
priate to carry out the powers in this article or hereafter specifi- 
eally conferred upon it: Provided, That the corporation shall 
undertake no new types of activities not included in the annual 
budget program prescribed by section 102 of the Government 
Corporation Control Act (except those which may be transferred 
to it under the provisions of section 246 (b) of this title): And 
provided further, That in the event an emergency 4s declared to 
exist by the Beard ef Direeters Advisory Board during a period 
when the Congress is not in session (or by the Governor of the 
Canal Zone, acting in his capacity as President ef the © i 
Administrator with the concurrence of as many of the Diteeters 
Advisory Board members as may be consulted without loss of time 
unreasonable in the circumstances), recommended appropriate 
action within the scope of this article may be undertaken. A 
report on such emergency activity shall be presented promptly 
to the Congress, when it reconvenes, for its approval and such 
action as it may deem necessary or desirable with respect to 
reimbursement through supplemental appropriation of funds to 
cover costs or losses arising from such emergency.” 

“Sec. 253. PAYMENT OF EXCESS FUNDS INTO THE TREASURY.— 
The Beard of Direetors Administrator shall have the power and 
duty to appraise, at least annually, #s the Corporation’s necessary 
working capital requirements, together with reasonable fore- 
seeable requirements for authorized plant replacement and 
expansion for not more than one fiscal year following such appraisal, 
and to pay into the Treasury as dividends the amount of funds 
in excess thereof. Such dividends shall be treated by the Treas- 
ury as miscellaneous receipts, but shall be treated on the books 
of the corporation as applicable to reduction of past or future 
direct Government capital contributions (as provided in section 
246 (d) of this title) in determining the base for interest payments 
required under section 246 (c).”’ 

“Sec. 411. AurHoriry To PrEescriIBE MEASUREMENT RULES 
AND To.is.—The Panama Canal Company is authorized to 
prescribe and from time to time change (1) the rules for the 
measurement of vessels for the Panama Canal, and (2) stbjeet to 
an accordance uith the provisions of the section next following, the 
tolls that shall be levied for the use of the Panama Canal: Provided, 
however, that the files ef meastrement femporart!y and unlit Prevailing lawful 
prescribed and changed as provided in this section, the rates of tolls sae 
lawfully prevailing on the effective date of this Amended section : 
shall continue in effect aati ehanged as provided in this seetion: 

Provided, further, kewever, That the said corporation shall give 

six months’ notice, by publication in the Federal Register, of any 

end all prepesed ehanges im basic rules of measurement and ef or 

any end eH prepesed ehanges in rates of tolls; proposed to be pons hearing 
prescrtbed, during which period a public hearing shall be con- in accord with 
ducted: and previded, further; Phat changes im basie rules ef Administrative 
measurement and ehanges in rates of tells shall be subject te; and Procedure Act 
shel take effeet dpet: te appresat of He Presicent of the Lrited 

Bttttes: atese tretion de steh aatier sHall be datad sitd eopedtetce st 

in accordance with the Administrative Procedure Act, and an adjudi- 
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cation determined on the record. Provided, however, that the Court 
of Appeals of the Second Circuit shall have exclusive jurisdiction to 
review the acts of the corporation under this section and to compel 
corporate action unlawfully withheld or unreasonably delayed.” 

“Sec. 412 (b) Tolls shall be prescribed at a rate or rates cal- 
culated to cover, as nearly as practicable, all costs of maintaining 
and operating the Panama Canal, together with the facilities and 
appurtenances related thereto, including interest and depreciation, 
and a# apprepFiate a proportionate share of the net costs of opera- 
tion of the agency known as the Canal Zone Government. 4 # 
The determination of such e@pprepriate proportionate share, st#b- 
stential weieht shall be even +0 based on the ratio of the estimated 
gross revenues from tolls to the estimated total gross revenues of 
the said corporation exclusive of the cost of commodities resold, 
and exclusive of revenues arising from transactions within the 
said eorperation between divi_ions of the corporation or from trans- 
actions with the Canal Zone Government. 


ProposEep “CLEAN Bitu’’ To SUBSTITUTE FOR: S. 
UNITED STATES 
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A BILL To make certain changes in the administration of the Panama Canal Company, and for other 


purposes 


Be it enacted by the Senate and House of Representatives of the 
United States of America in Congress assembled, 

Sec. 1. That subsection (2) of section 5 of title 2 of the Canal 
Zone Code is amended by striking out ‘‘President or such officer of 
the United States as may be designated by him,” and inserting in 
lieu thereof: ‘‘Secretary of Commerce.”’ 

Sec. 2. Section 6, title 2, Canal Zone Code is amended to read 
as follows: 

““6.—APPOINTMENT AND TERM OF GOVERNOR—TO SERVE ALSO 
AS ADMINISTRATOR.—The Governor of the Canal Zone shall be 
appointed by the President, by and with the advice and consent of 
the Senate, and shall serve also as Administrator of the Panama 
Canal Company.” 

Src. 3. The last sentence of subsection (a) of section 246 of title 
2 of the Canal Zone Code is amended by striking out ‘‘the Presi- 
dent of the United States or such officer of the United States as 
may be designated by him’’, and inserting in lieu thereof ‘‘the 
Secretary of Commerce’”’. 

Sec. 4. Subsection (e) of section 246 Title 2 
Code is amended to read as follows: 

“(e) The corporation is further obligated to pay into the Treas- 
ury as miscellaneous receipts amounts sufficient to reimburse the 
Treasury, as nearly as possible, (1) for the annuity payments under 
article XIV of the convention of November 18, 1903, between the 
United States of America and the Republie of Panama, as modified 
by article VII of the treaty of March 2, 1936, between the said 
Governments, and (2) for the net costs of operation of the agency 
known as the Canal Zone Government. The net costs of operation 
of the Canal Zone Government, which are deemed to form an 
integral part of the costs of operation of the Panama Canal enter- 
prise as a whole, shall not include interest but shall include 
depreciation and the reimbursement of other Government agencies 
for expenditures made on behalf of the Canal Zone Government:: 
the payments inte the Preastry; referred te in this paragraph 
shel be meade annuals te the extent earned, and if net earned 
ste be paste feed Rt etenines ttess the Coreress shell 
otherwise direet: Provided, That the cost of providing immigration 
and custom service for the Republic of Panama and the cost of render- 
ing goods and services which would otherwise normally be borne by 
other departments of the United States Government in its overseas 
trust territorves and Government reservations, and such portion of the 
cost of operating and maintaining roads, highways, sewers, and other 
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such facilities and services, as is represented by the use of military 
personnel and their families (such portion to be determined by the 
ratio that military personnel and their dependents, together with 
civilian employees of the military and other governmental agencies 
and their dependents, residing in the Canal Zone bear to civilian 
United States citizens in the Canal Zone and citizens of the Republic 
of Panama employed by the Panama Canal Company and the Canal 
Zone Government and their dependents, residing in the Canal Zone) 
shall be borne by the respective Government agencies that would 
normally provide such services. and such agencies shall reimburse the 
Canal Zone Government annually for the services rendered on their be- 
half In the event, however, that such reimbursement is not made as 
hereinabove set out, or is delayed beyond the end of the fiscal year, then 
for the PUrposes defined wn section 412 b) such cost shall not be 


neluded in determining the net cost of operating the Canal Zone 
Government: Provided further, That the Canal Zone Government 
shall require payime nt ona full cost basis for goods and services pro- 

led to ind luals or their dependent>, when such individuals are 
not employe by the Canal Zone Government or the Panama Canal 
Company. The payments into the Treasury referred to in th 
paragraph shall be made annually to the extent earned and, 7f not 
earned hall be made fre ms thbseque ni earnings unless the Congre SN 
sha othe? e direct.’ 

Sec. 5. Section 247 of title 2 of th: Canal Zone Code is amended 
to read as follows: 

‘Sec. 247. ManaGement or Corporarion.—(a) The manage- 


j . . y j 
ment of the corporation shall be vested in an Administrator who shall 


ppointer by the President of the United States. by and with the 


advice and consent of the Senate. and who shall receive compensation 


be 


at the rate of 322.500 per annum. 


h To assist the Administrator of the corporation n the ereculion 


of the functions vested in the cor poration, there shal! be a Deputy 
Administrator who shall be appointed by the President o} the United 
States, by ana with the advice and consent of the Senate. and who shall 
receive compe nsation at the rate of $20,000 per annum The De puty 


Administrator shall pe rform such duties as the Administrator may 
from time to time designate and shall be acting Administrator and 
perform the functions of the Administrator during the absence or 
disability of the Administrator or vn the event of a vacancy in the office 
of the Administrator. 
‘““(ce) There is hereby established the Advisory Board of the Panama 
Canal Company which shall be composed of seven members appointed 


by the President. by and with the advice and consent of the Senate. not 
more than four of whom shall belong to the same political party The 
Advisory Board shall meet at the call of the Administrator. who shall 


require it to meet not less often than once each ninety days; shall 
review the general policies of the corporaiion including its policre sin 
connection with de sign and construction of facil’tre s and the establish- 
ment of rules of measurement for vessels and rates of tolls; and shall 
advise the Administrator with re spect thereto, and shall pe rform such 
other functions assigned to it under the Provisions of this title. Mem- 
bers of the Advisory Board shall receive for their services as members 
compensation of not to exceed $50 per diem when actively engaged in 
the performance of their duties, together with their necessary traveling 
€LPenses while going to and from meetings.” 

Sec. 6. Section 248 of Title 2 of the Canal Zone Code is 
amended to read as follows: 

“Sec. 248. (@) GENERAL PURPOSE OF CORPORATION.—The corpo- 
ration shall have, as its major objective, the economic and efficient 
transiting of vessels through the Panama Canal. In effecting such 
major objective the corporation shall operate the Panama Canal, 
including the locks, channels, towing facilities, and other facilities 
used in actual transit and, to the extent found nece ssary to accom- 
plish such purpose, it shall also operate facilities not used in actual 
transit; but such additional facilities shall be operated in @ manner 
to be self-supporting. In determining whether or not a facility is 


self-supporting, the corporation shall allow as cost the items of 
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overhead, maintenance and operation, depreciation, interest on 
investment, and a proportionate share of the cost of the Canal Zone 
Government: Provided, however, That all goods and services supplied 
by the Panama Canal Company and Canal Zone Government to its 
employees shall be exempt from such self-support requirement. 
The Administrator shall, at least annually, take whatever action is 
necessary to establish consumer prices in the Canal Zone on such 
a level as to establish a cost of goods and services in the Canal Zone 
equal to the current cost of equivalent goods and services in Wash- 
ington, D. C., as established by the Bureau of Labor Statistics. 

“(b) GENERAL POWERS OF CORPORATION.—The Corporation 
shall have and may exercise the following general powers, in addi- 
tion to those elsewhere conferred in this article: 

‘“fe+ (1) Shall have a perpetual succession in its corporate 
name, unless dissolved by Act of Congress. 

“t+ (2) May adopt, alter, and use a corporate seal, which shall 
be judicially noticed. 

‘“te+ (3) May adopt, amend, and repeal bylaws governing the 
conduct of its general business, and the performance of the powers 
and duties granted to or imposed upon it by law. 

“fa} (4) May sue and be sued in its corporate name 

“te+ (5) Mav appoint such officers, agents, attorneys, and em- 
ployees as may be necessary for the conduct of the business of the 
corporation, define their authority and duties, fix their compensa- 
tion, delegate to them such of the powers of the corporation as 
may be necessary, require that such of them as it may designate 
be bonded, and fix the penalties and pay the premium of such 
bonds. Persons employed by the corporation whose compensation 
is paid on any basis other than a per annum basis shall not be 
included in making computations pursuant to the provisions of 
section 607 of the Federal Employees Pay Act of 1945. The 
provisions of section 82 of this title, as amended, shall apply to 
the corporation and to its officers and employees. 

“444 (6) May enter into contracts, leases, agreements, or other 
transactions. 

“{e} (7) Shall have, in the payment of debts out of bankrupt 
estates, the priority of the United States. 

“tht (8) May determine the character of and necessity for its 
obligations and expenditures and the manner in which they shall 
be incurred, allowed, and paid, and may incur, allow, and pay the 
same, subject to pertinent provisions of law generally applicable 
to Government corporations. 

“<4 (9) May purchase, lease, or otherwise acquire, and hold, 
own, maintain, work, develop, sell, lease, exchange, convey, 
mortgage, or otherwise dispose of, and deal in, lands, leaseholds, 
and any interest, estate, or rights in real property, and any per- 
sonal or mixed property, and any franchises, concessions, rights, 
licenses, or privileges necessary or appropriate for any of the pur- 
poses expressed in this article.” 

Sec. 7. Section 249 of Title 2 the Canal Zone Code is amended 
to read as follows: 

“Sec. 249. Specrric PowERS OF CORPORATION.—Subject to the 
provisions of the Government Corporation Control Act, and 
*nsofar as consistent with the provisions of section 248 (a), the 
corporation shall have and may exercise the following specific 
powers, in addition to those elsewhere conferred in this article: 

“(a) May maintain and operate the Panama Canal. 

“(b) May construct, maintain, and operate a railroad across 
the Isthmus of Panama. 

‘“(c) May construct or acquire vessels, and operate the same 
for transportation of passengers or freight, and for other purposes. 

‘“‘(d) May construct or acquire, establish, maintain, and operate 
docks, wharves, piers, harbor terminal facilities, shops, yards, 
marine railways, salvage and towing facilities, fuel-handling facili- 
ties, motor-transportation facilities, power systems, water systems, 
a telephone system, construction facilities, living quarters and 
other buildings, warehouses, storehouses, hotels, a printing plant, 
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commissaries and manufacturing, processing, or service facilities 
in connection therewith, laundries, dairy facilities, restaurants, 
amusement and recreational facilities, and other business enter- 
prises, facilities, and appurtenances necessary or appropriate for 
the accomplishment of the purposes of this article. 

“(e) May make or furnish sales, services, equipment, supplies, 
and materials, as contemplated by this article, to vessels, to agen- 
cies of the Government of the United States, to employees of the 
Government of the United States, and to any other governments, 
agencies, persons, corporations, or associations eligible to make or 
receive such purchases, services, supplies, or materials under the 
laws prevailing at the time and the policies heretofore or hereafter 
adopted consistently with such laws. 

“(f) May use the United States mails in the same manner and 
under the same conditions as the executive departments of the 
Federal Government. 

“(g) May take such actions as may be necessary or appropriate 
to carry out the powers in this article or hereafter specifically con- 
ferred upon it: Provided, That the corporation shall undertake no 
new types of activities not included in the annual budget program 
prescribed by section 102 of the Government Corporation Control 
Act (except those which may be transferred to it under the pro- 
visions of section 246 (b) of this title): And provided further, That 
in the event an emergency is declared to exist by the Advisory 
Board during a period when the Congress is not in session (or by 
the Governor of the Canal Zone, acting in his capacity as Adminis- 
trator with the concurrence of as many of the Advisory Board 
members as may be consulted without loss of time unreasonable in 
the circumstances), recommended appropriate action within the 
scope of this article may be undertaken. <A report on such emerg- 
ency activity shall be presented promptly to the Congress, when it 
reconvenes, for its approval and such action as it may deem neces- 
sary or desirable with respect to reimbursement through supple- 
mental appropriation of funds to cover costs or losses arising from 
such emergency.” 

Sec. 8. Section 253 of Title 2 of the Canal Zone Code is hereby 
amended to read as follows: 

“Sec. 253. PAYMENT OF Excess Funps INTO THE TREASURY.— 
The Administrator shall have the power and duty to appraise, at 
least annually, the Corporation’s necessary working capital re- 
quirements, together with reasonable foreseeable requirer ents for 
authorized plant replacement and expansion for not more than one 
fiscal year following such appraisal, and to pay into the Treasury 
as dividends the amounts of funds in excess thereof. Such divi- 
dends shall be treated by the Treasury as miscellaneous receipts, 
but shall be treated on the books of the corporation as applicable 
to reduction of past or future direct Government capital contribu- 
tions (as provided in section 246 (d) of this title) in determining 
the base for interest payments required under section 246 (c).” 

Sec. 9. Section 411 of Title 2 of the Canal Code is hereby 
amended to read as follows: 

“Sec. 411. AuTHoRITY TO PRESCRIBE MEASUREMENT RULES 
AND Touus.—The Panama Canal Company is authorized to pre- 
scribe and from time to time change (1) the rules for the measure- 
ment of vessels for the Panama Canal, and (2) in accordance with 
the provisions of the section next following, the tolls that shall be 
levied for the use of the Panama Canal: Provided, however, that, 
temporarily and until prescribed and changed as provided in this 
section, the rates of tolls laufully prevailing on the effective date of 
this Amended section shall continue in effect: Provided, however, 
That the said corporation shall give six months’ notice, by publi- 
cation in the Federal Register, of any end al prepesed ehanges in 
basic rules of measurement and ef or any and eh prepesed changes 
in rates of tolls; proposed to be prescribed, during which period a 
public hearing shall be conducted: in accordance uitth the Admin- 
istrative Procedure Act, and any adjudication determined on the 
record. Provided, however, that the Court of Appeals cf the Second 
Circuit shall have exclusive jurisdéction to revtew the acts of the 
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corporation under this section and to compel corporate action unlaw- 
fully withheld or unreasonably delayed.” 
Sec. 10. Subsection (b) of Title 2 of section 412 of the Canal 
Zone Code is hereby amended to read as follows: 
“(b) Tolls shall be prescribed at a rate or rates calculated to 
cover, a8 nearly as practicable, all costs of maintaining and oper- 
ating the Panama Canal, together with the facilities and appurte- 
nances related thereto, including interest and depreciation, and 
en apprepriate a proportionate share of the net costs of operation 
of the agency known as the Canal Zone Government. 4% + The 
determination of such apprepriate proportionate share; stbstentiel Mandatory ratio 
weight shall be given te based on the ratio of the estimated gross 1) tolls formula 


: - eliminating 
revenues from tolls to the estimated total gross revenues of the “substantial — 
said corporation exclusive of the cost of commodities resold, and weight” wording 
exclusive of revenues arising from transactions within the seid 
esrperation between divisions of the corporation or from transactions 
with the Canal Zone Government-, 

Src. 11. The amendments made by this Act shall be effective 
after ninety days after the date of enactment of this Act. 

Mr. Mayer. If agreeable to the committee, I will go ahead with my 
statement at this time. 

The CHarrMan, Very well. 


STATEMENT OF ROBERT E. MAYER, PRESIDENT, PACIFIC 
AMERICAN STEAMSHIP ASSOCIATION 


Mr. Mayer. For the purpose of the record, my name is Robert E. 
Mayer. I am president of the Pacific American Steamship Associ- 
ation, a trade association representing most of the major American 
flag steamshiplines operating on the Pacific Coast of the United States. 
I have been authorized to speak not only for the Pacific American 
Steamship Association, but also for the American Merchant Marine 
Institute, Inc., and the Association of American Shipowners on this 
subject. 

A substantially greater portion of the waterborne commerce of the 
Pacific coast must transit the canal than does that of the Atlantic and 
gulf coasts. The Atlantic and gulf coasts, of course, send larger totals 
of commerce through the canal. It just happens that of the total 
of our smaller overall, we have a larger proportion going through the 
canal. 

We offer this as a possible reason for the fact that the fiscal policies 
of the canal have been the subject of active consideration by port and 
terminal authorities, chambers of commerce, various commodity 
groups and maritime labor unions along the Pacific coast for some 
time. 

A brief bit of background on S. 2167. Since the canal was com- 
pleted in the early nineteen hundreds, there have been many pro- 
posals for changes in its operations and policies. The first major 
changes came about with the enactment of Public Law 841, which 
became effective on July 1, 1951. The major objective sought in that 
law was a division of the business and governmental activities at the 
canal. The law established two entities, a Panama Canal Company to 
handle the transit and other business activities; and the Canal Zone 
Government to handle governmental activities. This provided a more 
clear division of costs and expenditures between the two general types 
of activities. 
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Since that reorganization, the canal has been subject to annual 
audits by the General Acc ounting Office. There have been three such 
audits by GAO, which have resulted in numerous recommendations 
for changes at the canal. Some of those, administrative in charac- 
ter, have been accomplished. Those that have been legislative in 
character have not yet been acted upon by the Congress. On De- 
cember 31, 1954, the Senate Committee on Government Operations 
released its Staff Memorandum No. 83-2-34 entitled “Major De- 
ficiencies in the Organization and Operation of the Panama Canal 
Company and Canal Zone Government, as Disclosed by Audit Reports 
of the Comptroller General of the United States.” While it car- 
ries only GAO recommendations in its title, it also comments on 
recommendations by the Bureau of the Budget. 

The bill we have before us is related to the GAO and Government 
recommendations in that the bill follows those recommendations in 
part. Where the bill does not follow them, it is not in conflict with 
the policies of the GAO. 

I would like to state also that S. 2167 is the result of numerous con- 
ferences with representatives of the GAO. The “clean bill” suggest- 
ing but a few changes over S. 2167 is the result of additional con- 
ferences with GAQO, with representatives of the Company, with 
representatives of the canal employees, and with representatives of 
the Bureau of Labor Statistics. 

Outside of the “clean bill,” there are areas wherein the steamship 
industry, canal labor, and GAO may differ, but within the frame- 
work of the bill now before you, we believe that these hearings will 
show that these three interests are in basic agreement. The bill we 
think represents the widest possible area of agreement of toll pavers, 
employees, and the General Accounting Office, all of whom have con- 
tributed to bringing before your committee a bill which we believe 
has some reasonable amount of support. 

The proposed bill, the effect of which is probably most plainly 
shown rf you in the comparative print before you, proposes these 
things: (1) placing Panama Canal Company and Canal Zone Gov- 
ernment si the supervision of the Secretary of < ommerce; (2) re- 
imbursement of Canal Zone Government by other Government agen- 
cies for work performed by that Government which would otherwise 
normally be performed by other Government agencies; for certain 
work performed for the Republic of Panama and for services pro- 
vided to individuals not employed by the Company or the Govern- 
ment; (3) requiring that business activities at the canal (other than 
transit function) be self-supporting according to a regular business 
formula; (4) exempting the sale of goods and services to employees 
from the self-support requirement, and establishing a pricing for- 
mula at the canal on the basis of the BLS Consumer Price Index 
in Washington, D. C.; (5) limiting retention of canal profits to an 
amount equal to capital and expansion and replacement needs for 
1 year; (6) establishing a form of management at the canal identical 
with that established in 1954 by the Congress for the St. Lawrence 
Seaway; and (7) providing for a court review of tolls rate decisions. 
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This subject has been covered by testimony of Mr. James Sinclair, 
president, Luckenbach Steamship Co. and I do not propose to add 
to that other than to comment on a Defense Department report re- 
cently filed with your committee opposing this transfer on the ground 
of the military importance of the canal. 

The Defense Department report is significant in the light of the 
long effort of our industry to have same national defense value of 
the canal recognized in the tolls formula. 

In 1951, the industry proposed that one-half the capital base be 
written off to national defense. The Congress compromised on for- 
giving interest during construction. 

In 1954, we suggested that in recognition partly of national defense 
value, and p: wrtly in conformity with Government policy, the interest 
on construction costs up to the 1951 reorganization date be forgiven. 
Congress declined to act. 

This comment by the Defense Department is an endorsement of 
the fact that the canal is an important defense weapon. Its savings 
to the military in World War II alone have been estimated at several 
times the total construction cost. 

The industry’s proposal in 8S, 2167 for transfer to the Secretary 
of Commerce does not ignore the military importance of the canal, nor 
would such a transfer be inconsistent with that aspect of the canal. 
It suggests closest liaison with military in peacetime, and complete 
military control in emergency or war period, the latter fully within 
the power of the President under already existing law, according 
to the staff memorandum of the Senate Committee on Government 
Ope ‘rations. 

The Defense Department report on S. 2167 offers no compelling 
reason for maintaining military control in peacetime. The operation 
of the Canal Company and Zone Government have no direct bearing 
on the military in peacetime. The Military Establishments at the 
canal are entirely separate and apart from ‘the Company and Gov- 
ernment. Exe ept for its locality outside of the United States boun- 
daries, the canal is no different from other major utilities. Its locality 
of course requires added continuous defense efforts. But as to the 
actual operation of the canal, there is no apparent necessary func- 
tion of the military there in peacetime, outside of close liaison for 
security purposes. 

The second item sought to be accomplished—— 

rine CuarrMan. I think we can put that in the record and skip 

, because that is common practice in all Government agencies. That 
iS on at you point out. 

Mr. Mayrr. Reimbursement 

The Cuatrman. Reimbursement. 

Mr. Mayer. We think it is. We think that in main the analogy 
is In Guam where the income tax in Guam is collected from the people 
and then remitted back to run the Guam Government. No such thing 
happens in the Canal Zone. We therefore propose that each of these 
Federal agencies whose job we do down there, because we pay for 
80 percent of the government, simply reimburse the Canal Zone 
Government. 
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The Cuatrman. That has been the continuing trend. Even Con- 
gress now pays for bookkeeping purposes, for all the services other 
departments would render us. It is transferred bookkeepingwise. 
Even a congressional frank is not a frank anymore. We actually 
appropriate money to pay the Post Office Department for the amount 
of mail that is delivered. 


Mr. Mayer. We think it conforms to general Government practice. 
The CHairMAN. It doesn’t save any money one way or another in 


the Treasury. But it is for good bookkeeping and accounting pur- 
yoses. 

Mr. Mayer. It shows where the costs are. 

The CHarrMan. Yes, sir. 

Mr. Mayer. If it will save the committee time, we will skip the 
discussion of the rest of that question. 

(The portion of the statement referred to above is as follows:) 


REIMBURSEMENT OF CANAL ZONE GOVERNMENT 


In general, the usual United States Government agencies which operate in 
the continental United States are not present in the Canal Zone. The Canal 
Zone Government, therefore, furnishes such services. We are speaking of such 
things as narcotics enforcement, which is the job of the Narcotics Division of the 
Treasury Department, the operation of a Federal prison, which is the function 
of the Bureau of Prisons, the enforcement of a broad range of Federal statutes, 
which is the function of the FBI, a postal service, customs services, et cetera. 
These, and other similar activities, all of which are not Known to us, are per- 
formed by the Canal Zone Government. Under present accounting, tolls are 
paying for over 80 percent of the cost of the Canal Zone Government. Therefore, 
tolls are paying for services normally provided by the other Government agencies. 

Within the continental United States the general revenue of the Treasury 
finances such services. In other United States Territories, such as Guam and 
the Virgin Islands, the Federal income tax collected from American citizens 
residing in such areas is remitted back to the local governments to be used by 
them to finance their activities. Such is not the case in the Canal Zone. There- 
fore, to equalize the situation here with others, there either should be such an 
income tax plowback, or a provision for reimbursement of the Canal Company 
for services it performs which are the job of other agencies. It has been sug- 
gested to us by Government offices that the interagency reimbursement method 
would be preferable to the income tax plowback method in the Canal Zone 
because of a difference in nature of the Government activities here. 

We therefore urge such reimbursement, as well as reimbursement for certain 
other items, as is evident from the language from line 17, page 3, to line 18, page 
4 of the comparative print before you. These provisions would reimburse the 
Canal Zone Government for the following: 

(1) The providing of immigration and customs service for the Republic of 
Panama. 

(2) The service of other Government agencies performed by the Canal Zone 
Government. 

(3) That portion of the cost of Canal Zone Government and Panama Canal 
Company as are represented by use by the military. 

(4) The use of the Canal Zone schools by children of certain citizens of 
Panama, not employed by the Company or Government. 

With respect to the first item, it is our understanding that the Canal 
Zone Government provides some of the immigration and customs service for 
the Republic of Panama. We do not know to what extent that continues at 
the present time, but if it does, the Canal Zone Government should be reim- 
bursed by the Republic of Panama, by some other Government agency, or by 
means of a credit to the expense of the Canal Zone Government. Total net 
immigration and customs expenses in 1954 were $393,000, some portion of which 
presumably arose out of this service to the Republic of Panama. 

Reimbursement for services of other agencies we believe requires no further 
comment. We believe, however, that if the committee acts favorably on the 
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legislation the legislative record should make it clear that it is not the intent 
of the Congress that each of the various Government agencies who would nor- 
mally provide these various services, establish offices there. We believe that 
for economy reasons, as well as for some important policy reasons which the 
Zone Government might put forth, these functions should continue to be per- 
formed by the Canal Zone Government. In all of this area of the legislation 
we are seeking economy and not added expense which inevitably results from 
the establishment of more governmental units. 

The military uses many services of the Canal Zone Government, including 
police, schools, hospitals, post office, sanitation, and public health; as well as 
Canal Zone streets and roads, which are maintained by the Company. We 
do not mean to indicate that the military makes no contribution. Tuition 
revenue for 1954 is shown as $1 million, which presumably comes partly from 
military and partly from Panamanians, But the GAO audit report for the 
same year indicates that if just the Canal Zone Government had collected its 
full cost from the military for that year, its revenues would have been increased 
by $2 million, We understand the need for close Canal Company and Zone 
Government liaison with the military, but do not think that it should extend 
to the point of a $2 million annual subsidy. We understand that the Company 
and Government do not necessarily agree with this subsidy conclusion, but 
it is a definite conclusion of the GAO, which is the official accounting arm of 
the Congress, and if their conclusion is not correct, then it would seem that 
this committee should have an explanation to the contrary from the Company. 

With respect to the furnishing of education to children of Panamanian 
citizens, the industry of course agrees that where the parent is an employee 
of the Company or Government and resides in the Zone, then education should 
be supplied free as it is to our own people there. However, in those cases 
where for some reason or other Panamanians not employed by the Company 
or Government are nevertheless permitted to send their children to zone schools, 
they should pay tuition on a full cost basis.We do not object to their attendance 
at the schools, so long as the numbers are not so great as to cause undue expan- 
sion of the facilities. since presumably there is a diplomatic consideration 
involved, However, there seems to be no reason why a subsidy should be 
added to the privilege accorded a few but not all of the people of Panama. 

Following is the tariff of school charges as we understand them to be presently 
in effect: 


Schedule of annual charges 


| 
| Charges to 
| nonresident, | Charges to 
non-United | Federal 
| 
| 
| 


States | igencies 
citizens 
Kindergarten eS i a acne $135 $107 
Ist to 6th grades ot aa ar Sian tee alae encarta ‘hea . paimaied 225 | 329 
7th to 12th grades hae pale ss icaechsmea nada ads Ona diced ati eiobisia 7 270 448 
Junior college as aecggia a tacahidiettiamiens ‘cidelbees epicidlatetasishcealsvepiibiedaikeasnesluaie bea 360 2 747 


! Other than Panama Canal Company and Zone Government. 
Parent pays $90 in this category. Nothing in others. 


We have been informed, though we have been unable to confirm it with the 
Company, that it did at one time adjust the rates upward for nonresident, non- 
citizen children, but that it was later prevailed upon by some other Department 
of our Government to reduce them again. 


3. SELF-SUPPORT FORMULA FOR BUSINESS ACTIVITIES 


This has already been covered in the statement by Mr. Sinclair. 

We are attaching for the information of the committee a statement of the 
losses from business activities in 1954, according to the GAO audit report. They 
total $5.3 million for the year, or $14.8 million for the first 3 years of the reor- 
ganized operation, 

Of the $5.3 million loss in 1954, about $3.2 million could have been saved 
under a self-support formula, since about $2.1 million of the loss for that year 
was in goods and services to employees, which activities are specifically exempted 
in the bill from the self-support requirement. 








38 PANAMA CANAL 


Mr. Mayer. There is a provision also that certain citizens of Pan- 
ama would be required to pay full tuition for their children. §,. 2167 
as originally framed would have required more citizens to pay tui- 
tion than those we intended. We only mean that those citizens of 
Panama who are not employed by the Company or the Zone Govern- 
ment, and don’t live in the zone, should pay tuition. But those who 
work there should be given free schooling just as in the case of our 
own children. 

The Cuairman. That takes us then to page 8, the self-support 
formula 

Mr. Mayer. We are attaching to my statement a statement by the 
General Accounting Office as to what the losses have been in the vari- 
ous business activities. They average $5.3 million for 1954 and $14.8 
million for 3 years and of the $5.8 million loss in 1954, we believe 
that about $3.2 million could have been saved under a self-support- 
ing formula since about $2.1 million of the loss for that year was in 
goods and services to employees, which activities are specifically 
exempted from the self-support requirement. 


Losses from business activities other than transits—1954 ' 


3 years ended 





lie 
1954 June 30, 1954 
Allied maritime operations 
™M irine terminal : $210, 000 $930, 000 
Ve ‘sel epair 290, 000 840, 000 
H el Was shi rton 80, 000 210, 000 
Support ig se ices 
lransport tion ind utilities 
Railroad 530, 000 1, 370, 000 
Motor transportation 200, 000 410, 000 
Steamship line 230, 000 960, 000 
Power system 160, 000 630, 000 
Telephone system 50, 000 290, 000 
Water systen 180, 000 370, 000 
Employees ervices 
Commissaries 820, 000 1, 630, 000 
sé © centers 350, 000 1, O80, OOO 
Housing 
United States rate (including furniture and garage rental 
ind other miscellaneous services 470, 000 1, 890, 000 
Local rate 500, 000 1, 120, 000 
Other supporting services 
gir ing and maintenance 650, 000 1, 920, 000 
290, 000 70, 000 
iv uest House 50, 000 110, 000 
Printing plant 50,000 | 120, 000 
Grounds maintenance 7 50, 000 | 100, 000 
Unallocated nonrecurring corporate expense 210, 000 760. 000 
5, 370, 000 | 14, 810, 000 


1 Excerpt from page 24, GAO audit report, 1954 


That takes us then to the BLS pricing formula for employees on 
page 9, in which there are some important observations that I would 
like to offer at this time. 

The language by which the BLS pricing formula is established is 
found on page 7, line 17 to 25 of the comparative print. It has been 
carefully considered by representatives of the steamship industry, 
the employees at the canal and officials of the Bureau of Labor 
Statistics in Washington; D. C. It is the result of two conferences 
at the latter’s office. Its phraseology has been dictated by the methods 
employed by the Bureau of Labor Statistics in arriving at consumer 
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price indices, and officials of that service have assured us that the 
language will have the result that is intended by both the employees 
groups who must live under the consumer index, and those who must 
pay through tolls the general cost of operation of the canal. For 
that reason, we as representatives of industry feel that it is necessary 
that we state very clearly in this record what was intended by the 
language. We hope that representatives of the employees will make 
a similar statement and that if they do, and the proposal seems proper, 
your committee in reporting this bill out can make a clear sti itement 
of the legislative intent. 

It is our intent to accomplish through this language that employees 
in the Canal Zone should live with a consumer price index equal to that 
in Washington, D.C. By that, we mean that assuming the Bureau 
of Labor Statistics in its method of operation indicates a typical 
family in Washington, D. C., living on a certain middle bracket sal- 
ary and finds that that f: amily is required to spend X dollars per week 
to provide itself with all of the things that is in its so-called market 
basket, our intent is simply that after the BLS surve y, the language 
of this proposed legislation would require the Administrator/Gov- 
ernor to establish a consumer price index in the zone, which would 
permit the same size, so-called typical family in the zone to provide 
itself with a typical zone market basket for the same number of dol- 
lars per week that the other family provided itself with in Washing- 
ton, D.C. 

By way of elaboration, we might point out, for instance, that cer- 
tain commodities might be more expensive in the zone and others 
cheaper than in Washington, D.C. We would expect that the result 
of this BLS survey would, under the terms of this proposed legisla- 
tion, indicate to the Administrator that he must so adjust the price 
of the cheaper commodities in the canal and the more expensive com- 
modities in the canal on some basis so as to provide the employee with 
the same total gross living cost as if he were residing in Washington, 
D.C. 

The CHatrman. Do you mean by that the same X number of dol- 
lars? 

Mr. Mayer. Yes, sir. 

The Crarman. Suppose he bought more of the expensive com- 
modities in the canal and less of the cheaper commodities. Wouldn’t 
it have to be higher ? 

Mr. Mayer. We would agree that the balance should be assumed in 
the tolls formula. In other words, we don’t feel the employee should 
be penalized. I think the next paragraph might answer it. 

In other words, as we do not feel that the employee should be pe- 
nalized because he must purchase certain commodities which are more 
expensive in the Canal Zone because they are not produced there; 
similarly, we do not feel that he should expect to profit by the fact 
that certain other commodities are available much cheaper there 
than they would be in Washington, D. C. We are seeking a rounding 
off of all of the commodities in his market basket so that he will pay 
just as much to live in the Canal Zone as does the same man living in 
Washington, DeC., but no more. 

The mechanics of accomplishing that are the only major difficulty 
according to BLS, and they think that this language about does it. 
They may have by now some slight proposals for changes. 
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The Cuatrman. I don’t quite understand. You put the same items 
in the market basket for one living here as one living there and then 
you determine the average price in both places. That wouldn’t neces- 
sarily come out the same. 

Mr. Mayer. The trouble is that there is no such thing as an iden- 
tical, as they call, market basket. I am new at this market basket 
thing as regards BLS. There is no such thing as an identical one 
in Panama and W ashington, because obviously a person’s purchases 
in Panama differ from those in Washington. So they will balance 
them back and forth and they will so adjust all of the prices in Panama 
so that the man with this same family on the same job as his counter- 
part in Washington, will spend the same dollars. 

The Cuatrman. That is if he buys from the Canal Zone. 

Mr. Mayer. That’s right, which they do in most of the commodi- 
ties. 

The Cuamman. You couldn’t do that with outside buying. 

Mr. Mayer. No. 

The Cuamman. You are talking about purchases— 

Mr. Mayer. At the commissary. 

Mr. Bourvon. There will be a statement later on, Senator, from 
the Bureau of Labor Statistics. 

The CHAtRMAN. Very well. 

Mr. Mayer. The next item of importance in the bill of a fiscal nature 
is that limiting retained income to the needs for 1 year. The proposal 
in this item is to limit, to the needs for 1 year, the extent to which 
the Company may retain profits for working capital, plant replace- 
ment, and expansion. This is Recommendation No. 1 in the GAO 
Audit Report for the vear ending June 30, 1953. (H. Doc. 473, 83d 
Cong., 2d Sess., page 30.) 

The GAO recommendation follows: 

(1) Cash requirements for capital expansion. We recoinmend that section 
255, title 2 of the Canal Zone Code be amended by adding the words ‘for the 
ensuing year” after the phrase “reasonable requirements for authorized plant 
replacement and expansion” in the first sentence. This would limit the Com- 
pany to retention of only such funds considered necessary for capital expansion 
for the ensuing year. 

The board of directors has not paid a dividend since 1950. The main reason 
for retaining large amounts of cash has been to finance major long-term capital 
construction and replacement programs. Hence cash has been accumulated 
over a period of several years prior to the time that actual payments are re- 
quired. = present the most important construction programs are those for 
housing placement, largely completed, and converting the electrical system 
from 25 a 60-¢ ye ‘le, requiring several years for completion. 

The Company's charter provides for obtaining appropriations for capital 
needs and operating losses. Thus it is not necessary to retain funds for financ- 
ing long-term construction programs; funds can be obtained as needed. 

The payment of dividends reduces the Company’s interest base. Nonpay- 
ment of dividends thus increases the Company‘s interest expenses and places 
an unnecessary burden on the Company's customers, mainly ship operators. 

The CuatrmMan. Does the Company retain a certain reserve? 

Mr. Mayer. Yes; they do. 

The CuHarrman. And they don’t pay those into the Treasury ? 

Mr. Mayer. Yes, they do at times, periodically. In November 1954, 
after this GAO recommendation was issued, I mean n fairness some 
time afterward, they declared a $10 million liquidating dividend, 
which reduced the capital base upon which tolls must earn interest 
by $10 million. 
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The Cuatrman. But they could under present law or present regu- 
lations keep all of the profits conceivably as long as they wanted to? 

Mr. Mayer. No. There isa limitation on them. 

The Cuarrman. What is the limitation in time? 

Mr. Mayer. It is not measured in time or dollars. It simply says 
that the board of directors will, I think annually, adjudge their re- 
quirements for expansion and capital investment and then everything 
that is left over beyond that remit to the Treasury. 

The CuarrmMan. Suppose they adjudge their expansion program and 
their replacements and all of these other things, planned for many, 
many years ahead. They could conceivably never create a dividend. 

Mr. Mayer. That was the complaint of the GAO in 1951. 

The Cratrman. It would be like a Panamanian shipping company ? 

Mr. Mayer. That’s right. 

The Cuamman, Likea Panamanian oil company. They would never 
declare it until they wanted to. 

Mr. Mayer. Our only suggestion is that they cut it to 1 year. 
In other words, that they plan for expansion for 1 year. We under- 
stand there is opposition to this. The significance of it, of course, is 
that we have to pay interest on everything that is retained. If 
were remitted back to the Treasury, it would cut down the net direct 
investment upon which we pay 2.9 percent interest. 

The Cuamman. What do you mean by “we pay” ? 

Mr. Mayer. The tolls payers in total are required to pay. 

The CHAIRMAN, oe e they keep, the more we have to pay ? 

Mr. Maver. Yes, si 

The CHAIRMAN. W "hi at has been the average term in the Treasur yi ? 
How long does it take generally speaking? Do they hold it for 
year, 2,or3 years ¢ 

Mr. Mayer. I think that the $10 million dividend in November 
1954 was the first one since the reorganization, but I will have to 
defer to GAO or Company people for that. 

The Cuarrman. In most cases it has been over a year ? 

Mr. Mayer. I think quite substantially. Interest is important 
bec: — we pi aid $8 million last year in interest. 

The Cuamman. $8 million of what total ? 

Mr. Mayer. They took in $35 million in tolls; $8 million was re- 
quired for interest. There were other revenues of the Company, 
steamship line revenues, railroad, hotels. 

The Cuarrman. That is about 25 percent ? 

Mr. Mayer. That is not upon the tolls amount. That is upon the 
construction cost of the canal still remaining. It is computed at 2.94 
percent. 

The CuarrmMan. $8 million paid in is only about 25 percent of the 
total collected in tolls. 

Mr. Mayer. It is about that, yes. 

The significance of interest 1s indicated by the ae Company’s 
Income statement for the year ending June 30, 1954 (p. 47, 1954 annual 
report), wherein it is shown that interest ch: irges for th: it yerr were 
8.8 million. Any reduction of the capital base through liquidating 
dividends reduces the annual interest burden. In November of 1954, 
the Company declared a $10 million liquidating dividend, which 
simply means that it paid that amount into the United St ates Treas- 
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ury, and reduced the capital base by the amount. This dividend 
reduced by $250,000 the amount of interest that must be earned 
through tolls. 

The CrarrmMan. You say here when they declared the $10 million 
dividend, and reduced the capital base by that amount, that the 
dividend reduced by a quarter million dollars the amount of interest 
that must be earned in that year through tolls? 

Mr. Mayer. That’s right. 

The Cuarrman. What is the total capital? What do you list the 
total capital base at now on the canal? I had those figures in the 
Appropriations Committee but I have forgotten; $27 5 million, I be- 
lieve. We will get that. 


ST. LAWRENCE SEAWAY TYPE MANAGEMENT 


Mr. Mayer. The St. Lawrence seaway type management is the next 
joint that is covered in the bill. We propose it because it conforms 
with general practice in Government corporations and because it 
had—this statement says “unanimously,” but it is wrong—it had bi- 
partisan congressional support when it was enacted for the St. Law- 
rence seaway. The General Accounting Office will, we understand, 
make suggestions for a type of management that will go beyond this, 
because they have done so in their annual reports. Nev ertheless, we 
feel that the GAO will not object to the institution of this type of 
management, and might even consider it as an improvement over 
the present. In view of the studies by that agency of the various 
Government corporations, and their greater familiarity with man- 
agement structure in them, we will offer no further comment on this 
part of the bill. 

We come now to another provision in the bill, which is a proposal 
for a requirement of court review of tolls decisions. Our counsel does 
say that we are entitled under existing law to have tolls prescribed in 
accordance with the present formula, and that the courts may compel 
the Panama Canal Company to do so, but that after the Company has 

acted we cannot take the Company’s decision to the court. We do not 
believe that those who use the canal should be bound entirely by the 
decision of a board of directors who are not lawyers. Conversely we 
don’t believe that such a board of directors, which should predomi- 
nately be made up of men who contribute mainly business experience 
should have the responsibility of making the final decision on questions, 
many of which are a matter of law. The right to court review of 
decisions of quasi-judicial bodies is general in our Government struc- 
ture. Examples are ICC, FCC, Maritime Board, and others. 

This is not to state that such individuals are not qui \lified to pass 
on such questions in the first instance, just because they don’t happen 
to be trained in the law. As a matter of fact we feel that when and 
if this tolls formula is enacted, people in business will be eminently 
qualified to handle and make determinations on a toll rate. This is 
because the decision in large part will be based on the fiscal aspects of 
the canal which are not unlike a business utility. The reason that tolls 
payers feel that they are entitled to a court review is that it is afforded 
to other industries with respect to this type of decision. 

Users of utilities in general can always have a court review of rate 
decisions, and this is what we ask for here. In framing this so-called 
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“clean bill” we have spelled out the jurisdiction very closely with re- 
spect to the court on the review, because our present litigation has been 
tied up for months on that very question. The Canal Company’s 
motion to dismiss our case for lack of jurisdiction was argued in 
Federal Court on Dec annie 29, but as yet we have had no decision. 
In all probability the case will be taken to the Court of Appeals by 
the losing party. It would be time-saving to go directly to the Court 
of Appeals, just as now a party who is dissatisfied with the decision 
of the FCC, of the FMB, Civil Aeronautics, or Secretary of Agri- 
culture in commodity cases, can go directly from the quasi-judicial 
body to the Court of Appeals. 

We have also inserted in the clean bill a provision that until rates 
ure prescribed—this is an insert to my statement—in accordance with 
this bill, the rates shall remain whatever is lawful. 

That is intended to protect our rights in the present litigation in 
which we claim that we are entitled to have refunded to us the tolls 
collected above the formula rate specified in the present law. The 
GAO report for 1954 shows that under the present law tolls should 
have been much lower. We are simply trying to get back that unlaw- 
ful excess, and this lawful clause is to insure that the present legisla- 
tion does not prejudice our right to do so. 

There remains now only the recommendations of the General Ac- 
counting Office which have been made in their audit reports, Mr. 
Chairman, which go above and beyond this bill. 

We mentioned earlier in our statement that our legislative pro- 
posals are the result of long and numerous conferences w ith the G AQ, 
which organization we feel is exceptionally well informed on this 
utility. We stated that this clean bill before you has their approval 
in substance and that it is in fact the instrument which has the widest 
possible support of at least three of the interests involved. 

We also stated that the GAO, as well as the AFL will undoubtedly 
have proposals that go above and beyond this bill. 

We have the greatest respect for the GAO, as well as the organiza- 
tions that represent the people at the canal. But we do feel that we 
must take issue with certain of the recommendations that GAO has 
made. Further, because we feel that they will find it necessary to 
comment on them before this committee, we find it necessary to give 
you the tolls payers’ views on them. Because most of them are in the 
field of accounting, we have asked Mr, C. M. Harmon, secretary and 
treasurer of the W eyerhaeuser Steamship Co. to comment on all 
but one of the GAO recommendations. It is my intent to comment 
only on one, and that is the proposal concerning the increased annuity. 

By the Treaty of 1955 between the Republic of Panama and the 
United States, our country agreed to increasing the annual annuity 
payment from the United States to Panama from its present rate of 
$430,000 to $1,930,000, an increase of $1.5 million per year. 

The tolls formula as it now stands, and as it would remain with the 
enactment of S. 2167, requires that tolls on commercial cargoes must 
pay the annuity as it is determined by the original treaty, “and as it 
= amended later when the United States went t off the gold standard. 

Under the present law, however, tolls cannot be made to pay this ad- 
ditional $1.5 million. Legisl: ition would have to be enacted in order 
to make this a burden on tolls. This additional amount is now paid 
out of appropriations for the Department of State, with the tolls of 
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course still paying the original $430,000. The General Accounting 
Office has recommended such legislation, that is, to require that the 
tolls pay the extra million and a half dollars, and we recommend 
against it. 

“First, there are the merits of such an increase. In our opinion, they 
are doubtful. However, it is a matter that was handled by the State 
rae nt, with no consultation with tolls payers and without the 

Canal Company having any policy vote in it. Further, it is an ac- 
complished fact, already approved by our Senate. Hence, there is 
little value in reviewing this phase of it. 

The important consideration on the annuity question is that if the 
additional $1.5 million is forced upon the Panama Canal Company as 
an additional burden which it must raise through tolls on commercial 
cargoes it: (1) will violate fundamental business practices, and (2) 
pave the way for handing the Canal Zone back to the Republic of 
Panama. 

Violation of fundamental business practices is apparent if this new 
financial burden is placed on tolls. The Panama Canal Company is 
a Government corpor ation, subject to the Government C orporations 
Control Act. It started with a particular capital base and has certain 
operating costs and corporate charges, all of which it must carry. It 
is plain without lengthy discussion that business cannot be operated 
if its original and settled price for its plant is subject to unknown 
adjustments at any time in the future. This we believe is self-evident. 

But sovereignty of the United States in the Canal Zone is the major 
consideration here. If this additional burden is placed on tolls, it 
is an admission that the United States holds the Canal Zone in less 
than full sovereignty, a situation that we do not believe would be con- 
doned by any department of our Government. 

The United States Government bought the Canal Zone from the 
Republic of Panama, “lock, stock, and barrel” in 1903. It bought 
everything. 

There was nothing left to grant that was not granted. The in- 
strument m: re, the grant was article Il of the 1903 Treaty, perti- 
nent part of which reads: 

The Republic of Panama grants to the United States in perpetuity the use, 
occupation, and control of a zone of land and land under water for the construe- 
tion, maintenance— 


and so forth. 

There then follows the description of the land granted. 

There was nothing left to grant. It is what is termed in law a 
fee simple title. It is ours “in perpetuity,” that is, forever. We have 
the full right to the use, occupation, and control without any quali- 
fication. Our counsel has advised us that “Although it is not called 
a fee simple in the grant, it has all the ere of one.” 

As if in anticipation of the very issue we are here presenting, the 
framers of the treaty then added in article itl. the following: 


The Republic of Panama grants to the United States all the rights, power, and 
authority within the zone mentioned and described in article II of this agree- 
ment and within the limits of all auxiliary lands and waters mentioned and 
described in said article II which the United States would possess and exer- 
cise if it were the sovereign of the territory within which said lands and waters 
are located to the entire exciusion of the exercise by the Republic of Panama 
of any such sovereign rights, power, or authority. 
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The United States paid a full price for the zone and gave other 
consideration for it. Article XIV of the 1903 Treaty states: 

As the price or compensation for the rights, powers, and privileges granted 
in this convention by the Republic of Panama to the United States, the Govern- 
ment of the United States agrees to pay to the Republic of Panama the sum of 
$10 million in gold coin of the United States on the exchange of the ratification 
of this convention and also an annual payment during the life of this convention 
of $250,000 in like gold coin, beginning 9 years after the date aforesaid. 

The annual annuity was increased to $430,000 by the treaty of 
1936, not as an adjustment of the amount of the annuity, but because 
as shown above, the agreement was to pay “in gold coin,” and because 
we went off the gold standard at that time. 

And this purchase price was not the only consideration which we 
paid for the zone. Article I states: 

The United States guarantees and will maintain the independence of the 
Republic of Panama. 

The CuatrmMan. Do you know whether or not that payment in gold 
coin is based upon our fixed rate or the world rate ¢ 

Mr. Mayer. I don’t know now, sir. 

The CuairnmMan. It would be quite a difference. 

Mr. Mayer. Yes, it would, I guess. 

The Ciaran. If we paid them $250,000 a year based upon our 
rate at $36 an ounce, which we pay for it, r based upon the world 

market, which is running close to $50, there ele be quite a ditfe rence. 
I wonder if they demand it in the world market rate or the $36 rate / 

Mr. Mayer. I am pretty sure we are paying it in dollars. 

The Cuatrman. In dollars rather than in gold coin? 

Mr. Mayer. I think so. I hope so. Again i in article VIT- 

The Cuairnman. We can put that inthe record. Ihave gone through 
this one time before with the State Department. 

Mr. Mayer. It is a subject that is familiar to your office, I am sure. 

The CrarrMan. In other words, the State Department is being 
generous to the Republic of Panama for being probably a gracious 
neighbor. There is a serious legal question as to whether or not the 
State Department could bind, even legally, the Government to pay 
this in view of the treaty, or if they did bind it, they would have to 
come to the Appropriations Committee themselves and get an appro- 
priation for their action. 

Mr. Mayer. There is one significant point and that is that we did 
get the right to use 21,000 acres of Panamanain land rent free for 
military maneuvers. That isa Department of Defense benefit and has 
nothing to do with the canal. 

The Cramman. That is right, and the State Department should 
come before the Appropriations Committee and say we just made an 
agreement to pay Panama a little more money, and we need the money 
to pay them, and then justify it. 

Mr. Mayer. I believe so. 

(The portion of Mr. Mayer’s prepared statement referred to above 
is as follows:) 

Again, in Article VII of the treaty of 1914, our full title to the zone is empha- 
sized in that we granted Panama the right to use certain portion of the zone, and 
in doing so we called those rights “easements,” which are usually granted by a 
party who has full title. Part of the article reads: 
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“It is agreed that the Republic of Panama shall have an easement over and 
through the water of the Canal Zone in and about Limon and Manzanillo Bays to 
the end that vessel trading with the city of Colon may have access to an exit from 
the harbor of Colon, subject to the police laws and quarantine and sanitary rules 
and regulations of the United States and of the Canal Zone established for said 
water.” 

Finally, that the United States has no obligation to increase the annuity, is 
provided for in Article I of the 1955 treaty, as follows: 

“Notwithstanding the provisions of this article, the high contracting parties 
recognize the absence of any obligation on the part of either party to alter the 
amount of the annuity.” 

There was no consideration moving to the Panama Canal Company in the 1955 
treaty to compensate for the additional $1.5 million annuity. The commercial car- 
goes that move through the Canal and in the end must pay virtually all of the costs 
there, benefit in no way from the terms of the 1955 treaty. 

What the United States did get back for its $1.5 million additional annual obli- 
vation is the use of 20,000 acres of rent free lands of the Republic of Panama for 
use by our Armed Forces for military maneuvers. We as tolls payers cannot 
object to, nor advise against any adjustment of the annuity on miliary, political 
or diplomatic grounds. but submit that no adjustment is justified on economic 
grounds as related to the Canal and the rights under which we occupy the Zone. 
Therefore no such increased cost can properly be placed on the economy of the 
Panania Canal Company. 

If the United States does place the additional burden on tolls rather than on 
the Department of State or the Department of Defense, it is an admission that we 
should pay an additional amount for the zone, as it represents a utility which is 
revenue producing. This is tantamount to an admission that we did not in 1903 
obtain a full title, but something else, like a leasehold, which now must be 
adjusted because that leasehold produces additional revenues. Conversely, if we 
place the additional burden where it belongs, on State or Defense, then we make 
a record with the Republic that we are paying the additional amount for some 
political, military, or economic consideration not connected with the economy of 
the utility, and not in any way affecting our sovereignty there. 

In view of the importance of this utility to the interstate and foreign commerce 
of the United States, we believe that it is imperative that we bring to the atten- 
tion of this committee the very serious attack that is now being made on the 
sovereignty of the United States. The story of that subject is contained in pages 
10 to 13 of the report of the Senate subcommittee to investigate the administration 
of the Internal Security Act and other internal security laws, to the Senate Judic- 
iary Committee—s3d Cong., 2d sess. 

That report quotes from an address by Dr. Richard J. Alfaro, President of the 
Panamanian Delegation to United Nations, before the general assembly of that 
body on November 14, 1946 

Dr. Alfaro put the issue squarely this way: 

“The strip of land known as the Panama Canal Zone has been neither pur- 
chased, conquered, annexed, ceded nor leased, nor has its sovereignty been trans- 
ferred by Panama to the United States. The United States administers this strip 
of land by virtue of a very specific stipulation in Article II of the Treaty * * * 
(in) 1908, which reads as follows: 

“The Republic of Panama grants to the United States the use, occupation, and 
supervision of a zone of land and of lands covered with water for the construction, 
ete. * * 

If the Senate document correctly quotes Dr. Alfaro, two serious mistakes have 
been made by him. First, his statement leaves out the words “in perpetuity” 
after the granting phrase, a very important element of absolute title. Secondly, 
he substitutes the word “supervision” for “control” another very important 
difference. 


He then continues: 

“Article ITI of the same treaty concedes ample ‘rights, power, and 
authority’ to the United States within the zone mentioned in article 
II, but establishes in unequivocal terms that Panama retains its sov- 
ereignty over the Canal strip * * *” 

Exactly the contrary is accomplished by article IIT, which we have 
quoted above in this statement. That article, after granting all sov- 
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ereign rights to the United States, says that this grant is “to the entire 
exclusion of the exercise by the Republic of Panama by any such sov- 
ereign rights, power, or authority.” 

This ends my comments on the one additional GAO recommenda- 
tion which goes beyond this bill. Mr. Harmon will comment on the 
others. 

Mr. Mayer. I have one document which I would like to submit for 
the record, if I could, which is a supplementary comment upon the 
letter from the Secretary of Defense to this committee relating to S. 
2167. 

The CuHarrMan. Very well. 

(The document referred to above is as follows:) 


I would like to just divert from my prepared statement to comment briefly on 
the letter dated February 15, 1956, from the Secretary of the Army to the chair- 
man of this committee, which comments on 8, 2167 and which states the oppo- 
sition of the Department of Defense because of that provision of the bill which 
would transfer the Canal Company and Zone government to the supervision of the 
Secretary of Commerce. 

The Department of the Army letter bases its opposition in general upon the 
military importance of the Canal Zone and the Canal, the resultant need for mili- 
tary security and their view that any differences of opinion which might arise in 
the Zone among the Canal Zone Government, the Panama Canal Company, and 
the Commander in Chief, Caribbean may be more readily resolved if the supervi- 
sion of the Canal is under the Secretary of the Army than if it were under the 
Secretary of Commerce. 

In this connection, we would like to refer the committee to Executive order No. 
10398 dated September 26, 1952, which states “As between the Commander in 
Chief, Caribbean, and the Governor of the Canal Zone, the views of the former 
shall prevail with respect to determinations as to whether any aspect of the 
protection of the Canal Zone pertains to its military security, protection, and 
defense, as distinguished from the protection afforded by the civil authorities. 
Should the Governor of the Canal Zone disagree with any specific decision of the 
Commander in Chief, Caribbean, under this paragraph, the said Governor may, 
through the Secretary of the Army or through the Board of Directors of the 
Panama Canal Company, as may be appropriate, appeal such decision to the 
President.” 

It seems clear that any problems that might arise between a Governor under 
the supervision of the Secretary of Commerce and commander in chief, Carib- 
bean, could be handled by an executive order directing the question to the 
President through the Secretary of Commerce, just as it is now done through 
the Secretary of Army. 

We believe, however, that the history of United States handling of its affairs 
in other territories, zones or possessions demonstrates that this apparent appre- 
hension on the part of the Department of Army concerning possible differences 
of opinion is not justified. A prime example is the Island of Guam, which is 
a major naval and airbase of the United States, and certainly a vital military 
establishment. Guam was under Navy jurisdiction until 1950, when following 
the act of Congress establishing the Government of Guam, the island was, 
by Executive order, placed under the Department of Interior. I have been 
informed by the Office of Territories of the Department of Interior just this 
week that there never has been issued any Executive order establishing a pro- 
cedure by which differences of opinion would be resolved by the civilian Governor 
of Guam on the one hand and the commander, Naval Force, Marianas Islands, 
or the Air Force general who is on Guam. We were further informed that 
in the event differences did arise they would be settled in the Department of 
Interior. Obviously, if they were of paramount importance to the military, 
such a decision would ultimately be made by the Office of the President without 
any procedure. 

The Virgin Islands were transferred from the Navy to the Department of 
Interior in the 1930's, and I know Samoa was transferred from the Navy to 
the Department of Interior in 1951. 

The Philippine Island was a territory for many years, during all of which 
time there were located there very important military units. At all times, at 
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least in its recent history before the Philippines obtained their independence, 
it was governed by a civilian appointee of the President. 

Probably one of the most striking examples that we have today is the Terri- 
tory of Alaska, which is similarly governed, and which is now considered prob- 
ably one of the most prominent of our front line defense territories. The mili- 
tary activity there is almost certainly the largest single activity and there is 
no proposal that this be placed under the military. 

The Office of the Secretary of the Army also objects to the bill stating that 
in time of emergency or war the military should have full and sole responsibility 
at the canal. This is already provided for in the war powers of the President 
according to the Bureau of the Budget, which has also recommended transfer 
to the Secretary of Commerce. 

The third objection of the Secretary of the Army is to the provision for 
reimbursement for military use of facilities. Their objection is because in their 
view the process of reimbursement transactions “would appear to be an expen- 
sive, profitless undertaking, not compatible with the public interest and not in 
consonance with existing practice in the United States.” The General Account- 
ing Office has estimaated that such reimbursement would result in about $1 
million to the Canal Zone Government, which tolls support to the extent of 80 
percent. The procedure is already established at the canal for such interagency 
charges. We fail to see how good bookkeeping in Government is ‘not compatible 
with the public interest.” The language may need some Clarification, as com- 
mented on by the Army, but the soundness of the principle is agreed to, we be- 
lieve, by other Governme nt agencies. 

The De ee of the Army statement also comments that “In view of the 
lack of clarity of the language of the bill mentioned above, the Department of 
Defense cannot foresee the fiscal effects of this proposed legislation at this 
time.” We believe that its fiscal effects have been estimated quite closely by 
the three GAO audit reports that have been issued since July 1, 1951. These 
are available to the Office of the Secretary of the Army, have been studied closely 
by us, and shed considerable light on this question. These have all been exam- 
ined in detail by the Canal Company and some, if not ail of them, commented 
npon in detail by the Company in communications to Members of Congress. 


Mr. Bourson. I would like to call to Mr. Mayer’s attention one 
comment by the Administrative Office of the United States Courts. 
They say: 

But the more fundamental objection to the proviso is that the so-called juris- 
diction given to it is not judicial in nature and not appropriate for a court. 
Courts are constituted to decide issues for which there are definite standards 
either of law or regulations. No criteria are prescribed for the exercise by a 
court of appeals of the jurisdiction purported to be conferred upon it in the 
proviso beyond the vague terms “unlawfully withheld” and “unreasonably de- 
layed,” and those are altogether too uncertain to form a basis for court action. 

Besides a court of appeals acts only upon a record either of a proceeding in a 
district court or in an administrative agency. The proviso lacks any pro- 
vision for an appropriate record for the consideration of a court of appeals. The 
provision is anomalous and unworkable. It undertakes to give to a court func- 
tions which do not belong to it and which by its nature it is not adapted to 
perform effectively. Consequently I trust that the proviso in lines 16-20 of 
page 11 will be stricken from the bill. 

Mr. Mayer. Where did that come from ¢ 

Mr. Bovurson. That is from the Director of the Administrative 
Office of the United States Courts. 

The Cuarman. He is talking about his own procedure. If we 
decided to change the procedure, Congress Just passes a law. He is 
talking about the w: ay it is now. 

Mr. Mayer. I think the first part of it has to be answered, if I may, 
just briefly. They say that normally these appeals to courts are based 
upon determinations that are fixed in statutes. Certainly the tolls 
formula is a thing that is fixed very carefully by the statute just as 
are rates for railroads, for domestic carriers, airlines and everything 
else. If there is a statutory standard for fixing airline rates, railroad, 
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and so forth, that is subject to interpretation first by a governmental 
body and then review by the courts. 

We have precisely the same thing here. The only comment here 
that I think is of considerable substance is the fact that we have not 
endowed the Panama Canal Company with quasi-judicial powers. 
But if we pass this act, you will automatically do it. 

The Cuamman, And then we would have a hearing and a record 
to go to the court with. 

Mr. Chandler is talking about the way it is now, rather than what 
Congress may do to it. 

We have heard the general purposes of the bill now. I think we will 
take about a 5-minute recess. 

(Whereupon, a short recess was taken. ) 

The Cuamman. The committee will come to order. 


STATEMENT OF C. M. HARMON, JR., SECRETARY-TREASURER, 
WEYERHAUSER STEAMSHIP CO. 


Mr. Harmon. I am C. M. Harmon, Jr. I am assistant secretary- 
treasurer of the Weyerhauser Steamship Co. My comments are com- 
ments anticipating GAO recommendations and made only because I 
have reviewed their recent audit reports. They are quite om ailed 
in nature and of a fiscal nature. In the interests of s saving time I 
could submit my statement. 

The CHatrmMan. It would be well to do so. We are going to have 
to mull over them and we won't get too much out of you fiscal and 
accounting fellows. We have to take a long look at — fellows. 
It will give us a better ch: ance, those interested in the bill, and when 
the hearings are printed, if we can look them over. 

(The prepared statement of Mr. Harmon is as follows :) 


STATEMENT OF C. M. HARMON, JR., ASSISTANT SECRETARY-TREASURER, 
WEYERHAEUSER STEAMSHIP Co. 


My name is C. M. Harmon, Jr. I am assistant secretary-treasurer of the 
Weyerhaeuser Steamship Co., which operates eight vessels in the intercoastal 
trade of the United States, serving ports on the Atlantic and Pacific. We have 
operated continuously in this trade since 1923, with the exception of the period 
of World War II. For several years previous to occupying my present position 
with my company, I was auditor, chief accountant, and assistant to the general 
manager. 

It has been my privilege to engage in studies of the fiscal aspects of the Panama 
Canal Company for the past 214 years. My company has permitted me to engage in 
these studies because of the importance of this utility to the trade that we are in. 
With other industry representatives, I have engaged in conferences with the 
Comptroller and other officials of the Panama Canal Company, with representa- 
tives of the General Accounting Office. I visited the canal in 1954 and again in 
1955 where with other industry people, I engage in lengthy conferences with Com- 
pany, GAO, and employee representatives. I also participated in several days of 
conferences on the subject with GAO representatives in 1955. 

I have examined in detail all of the recent annual statements of the Panama 
Canal Company and the audits of the Company by the GAO. I share with others 
in the industry the respect for the complete and thorough job done by the GAO 
in its audits and analyses of the Canal Company, and have joined in industry pro- 
posals that many of the GAO recommendations be incorporated in the bill that 
is before this committee. 

There are, however, certain additional recommendations which the GAO has 
made which we do not believe can be accepted in keeping with good accounting 
practice, the provisions of Treasury Regulations, and the history of the canal. 

These are the following: 
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1. That the tolls formula be adjusted so that tolls will be required to pay the 
additional annuity of $1.5 million to the Republic of Panama agreed to between 
Panama and the United States in the 1955 treaty. 

2. That tolls be required to pay interest on the investment of the United States 
inthe Canal Zone Government, as distinguished from the Panama Canal Company. 

3. That tolls be required to pay interest on interest during construction. 

4. That tolls be required to amortize the investment of the Government in the 
canal. 

5. That tolls be required to earn depreciation on nondepreciable assets. 

6. That tolls be adjusted so as to establish a contingency reserve for 
emergencies. 


ADDITIONAL $1.5 MILLION ANNUITY 
This is covered in full in the statement of a previous witness. 
INTEREST ON THE GOVERNMENT'S INVESTMENT IN THE CANAL ZONE GOVERNMENT 


In the continental United States interest on a Government’s obligation, whether 
it be Federal, State, or municipal, is borne by taxes. The people in the Canal 
Zone pay Federal income tax, none of which is returned to the Canal Zone to help 
support its government. 

While the “clean bill” now pending before this committee provides for re- 
imbursement of the Government by other agencies of the United States Govern- 
ment for that portion of the expense which would normally be borne by those 
agencies in the United States Government’s overseas trust territories, and Gov- 
ernment reservations; and for employees of the Company and zone government 
to pay prices for goods and services rendered to them equivalent to those paid 
by residents of the District of Columbia as established by the Bureau of Labor 
Statistics, these by no means constitute full recovery of the taxes paid. BLS 
includes real estate taxes but does not include ad valorem taxes. Agency re- 
imbursement certainly does not provide for full reimbursement of all costs nor- 
mally borne by the United States Government. For example, the President’s 
budget for fiscal 1957 provides for some $642 million for Federal aid to schools. 
No provision is made for a Federal contribution to the Canal Zone Government 
for the cost of its schools, other than that portion directly attributable to the 
military, and hence the cost must be borne by the Company and ultimately to a 
large degree by tolls. Another service performed by the Canal Zone Government 
which is not covered by agency reimbursement or BLS is hospitals. These items 
alone cost the Company some $4.7 million in fiscal 1954, the last year for which 
we have complete financial data on the Canal Zone Government. 

Title 5 of the Independent Offices Appropriation Act of 1952 established a 
broad statement of policy for fixing fees and charges for services rendered by the 
Government for the benefit of private individuals and organizations. This is the 
so-called user charge policy. This statutory policy does not indicate any inten- 
tion to require the payment of interest on ordinary Government types of facilities, 

In addition to the Federal income taxes paid by the employees of the Company 
and Canal Zone Government the commercial users of the services rendered by 
the Company are returning to the American taxpayer every dollar invested in 
Government facilities through annual payments to the Treasury of the net cost of 
Canal Zone Government, including depreciation of its assets. 

It would be unreasonable to include, in addition to these costs, an interest 
charge of about $700,000 annually on the investment and in our opinion would 
constitute a form of double taxation, not generally imposed upon the users of 
Government services. 


INTEREST ON INTEREST DURING CONSTRUCTION 


The exclusion of this interest from the capital base on which the Company 
must pay interest was the result of much study by the 81st Congress, 2d session, 
into the national defense value of the canal. At that time it was generally con- 
ceded by the Members of Congress that most assuredly the canal was a vital link 
in our overall national defense. In reporting on H. R. 8677, which was to 
become Public Law 841, the House Merchant Marine and Fisheries Committee 
had the following to say, and I quote from House Report No. 2935— 


“The amount thus excluded approximates that which was found, pursuant to 
direction of special commission appointed by the Secretary of War in 1921, to 
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represent the capital cost of the canal allocable to defense. Your committee 
notes that, for the past 30 years, there has been much argument as to whether 
the canal was constructed for defense or commercial needs. Your committee is 
of the opinion that its exclusion of interest during the construction from the 
corporation toll base is a reasonable recognition of the canal’s defense value, 
and that such exclusion will obviate argument on this issue in the future.” 


In their report on H. R. 8677, the Senate Armed Services Committee of the same 
Congress had the following to say: 

“Tt is valuable as part of the national defense of our country and has proved 
itself an asset for con:mercial purposes. By so recognizing the national-defense 
aspects, interest on construction cost can be deducted from the current main- 
tenance charges for the purpose of fixing tolls.” 

The same report further states: 

“In addition, subsection E of section 412 of the Canal Zone Code has been 
amended to provide that interest on construction cost shall be eliminated in caleu- 
lating tolls. This principle is the same as is followed by the Tennessee Valley Au- 
thority in fixing their rates for power, and other similar Government projects.” 

It would seem that such statements, made only after extensive hearings and 
much research on the part of the Congress, would finalize this question. 


AMORTZATON OF THE INVESTMENT OF THE UNITED STATES GOVERN MENT 


The theory of amortizing a debt is long established. Such amortization, in 
normal business practices, ultimately results in the transfer of free unencum- 
bered title to the debtor when full retired. Needless to say, this would not be 
so in the case of the canal. The United States Government would always retain 
title and rightly so. Certainly we do not advocate that title should ever rest 
elsewhere. The commerce of the world should be willing to pay interest on this 
investinent and has been so doing since July 1, 1951, at rates set by the Secretary 
of the Treasury bearing from a low of 1.95 percent in fiscal 1952 to a high of 2.48 
percent in fiscal 1956, but should not be expected also to pay the purchase price 
for something it can never own. 

The additional burden of amortization would increase the Company’s corporate 
expense by some $3.7 million annually. It is true that such amortization would 
reduce the base upon which interest must be paid each year, but it would take 
many years before the reduced interest expense was sufficient to offset the 
increased cost of amortization. 

To require the amortization of this investment can only be construed as an 
admission on the part of the United States Government that at some future date 
it expects to relinquish titles to the canal to the Republic of Panama. One reason 
advanced for requiring amortization is that the United States may at some future 
time be required to build another canal, possibly across some other part of the gen- 
eral isthmus area. This kind of an argument is an implied admission that the 
United States may be ousted from the Canal Zone at some future time, that is, 
may relinquish its rights there. This goes to the question of United States 
sovereignty at the zone which has been covered in full before the committee in 
a previous statement. 

It might be considered that the steamship industry in arguing against amorti- 
zation is inconsistent in that it does not at the same time argue against that por- 
tion of the code which provides that profits shall be paid into the United States 
Treasury as “liquidating dividends” (see. 253). In other words, the law 
already provides in part for a payment back to the United States by tolls payers of 
the cost of the canal without any provision that the canal will ultimately belong 
to tolls payers. Ten million dollars was paid as a dividend in 1954. 

We have not argued against this because amortization requires that a fixed 
charge be put into the tolls rate to be paid anually. The liquidating dividend pro- 
vision on the other hand (when considered with other sections) is permissive in 
character. The code does not now provide that the canal must have a rate which 
will provide for a liquidating dividend, thus leaving to the discretion of the 
Board whether the rate shall be calculated so as to leave a possible margin for 
a dividend. This provides to the Board of Directors some elasticity to adjust for 
lean years. 


DEPRECIATION OF NONDEPRECIABLES 
The assets heretofore classified as nondepreciables aggregate about $305 
million and includes such items of costs as lands, titles, and treaty rights, excava- 
tions and fills for the channels, harbors, ete., and interest capitalized during con- 
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struction. These assets, with the exception of the interest during construction 
which I mentioned previously, are of a nonwasting nature and with normal 
maintenance will last forever. To depreciate such assets is generally considered 
contrary to good business practice. 

They are of the type Internal Revenue will not permit private business to 
depreciate. Regulation 118, paragraph 39.23 (1) 2 of the Internal Revenue Code 
provides, and I quote: 


* * * the necessity for depreciation allowance arises from the fact that certain 
property used in the business, or treated under paragraph 39.23 (a)-15 as held 
by the taxpayer for the production of income, gradually approaches a point where 
its usefulness is exhausted. The allowance should be confined to property of 
this nature * * *,. It (depreciation) does not apply to * * * land apart from 
the improvement or physical development added to it. 

Despite the nature of these assets the General Accounting Office has con- 
tinually recommended their being depreciated. There seems little doubt that 
the weight of opinion is against such a policy. 


ESTABLISHMENT OF A RESERVE FOR CONTINGENCIES 


Certainly past history does not indicate the need for such a reserve. In 
every case we have been able to find, with the exception of the major slide which 
closed the Canal soon after it opened in 1914, such emergencies as might normally 
be recovered from a contingency reserve have been met out of current working 
capital. Witness the recent threatened slide on Contractor’s Hill which resulted 
in the expenditure of some $5 million, and which was paid out of current working 
capital to be recovered from earnings. 

However, if in the future some unforeseen emergency should arise there is 
ample provision to cover such an emergency in the present Canal Zone Code. 
Under the provision of Public Law S808, SOth Congress, second session, the Com- 
pany established a $10 million emergency fund in the United States Treasury. 
This fund was established out of accumulated earnings of the Company and pro- 
vides for loans, for authorized purposes, on an interest free basis. 

In addition section 255, established by Public Law 841, Sist Congress, second 
session, authorizes appropriations to the Company for such emergencies. It 
further specifies that such amounts shall not be added to the Government's net 
direct investment in the Company and shall not bear interest. 

On behalf of my Company and other users of the canal, I want to express my 
appreciation for this opportunity to appear before your committee. I will be 
happy to answer any questions the committee may have. 


The Cuarmman. General Harrison, we will be glad to hear from 
you, 


STATEMENT OF LT. GEN. WILLIAM K. HARRISON, UNITED STATES 
ARMY 


General Harrison. [ am Lt. Gen. William K. Harrison, com- 
mander-in chief, Caribbean Command, with headquarters at Quarry 
Heights, Canal Zone. The Department of the Army has been desig- 
nated as Ge representative of the Department of Defense for this 
legislation. I represent the Department of the Army for this pur- 
pose. 

[ have a prepared statement which I would like to present to the 
committee. Since I am representing the military services, my re- 
marks are mostly confined to the military implications in enactment 
of S. 2167. 

The purpose of S. 2167 is to transfer responsibility for control of 
the Panama Canal Company and Canal Zone Government from the 
Secretary of the Army, as the representative of the President, to the 
Secretary of Commerce. 
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The Department of the Army on behalf of the Department of 
Defense is opposed to the enactment of S. 2167. 

The fundamental mission of the Panama Canal is to provide efli- 
cient and economic transit of vessels between the Atlantic and Pacific 
Oceans. This fact was reemphasized as late as 1951 in Public Law 
841, 81st Congress, which created the present organization of the 
Canal Zone Government and the Panama Canal Company, and 
stressed the primary commercial and navigational functions of the 
Panama Canal as a means of transporting ships from one ocean to 
the other. It would not be altogether correct, however, to assume 
that the United States built the Panama Canal purely in the interest 
of commercial shipping. 'The Panama Canal is a vital link in the 
defense system of the United States. 

It appears that President Theodore Roosevelt was considering the 
strategic as well as other considerations, in 1904, when he designated 
the then Secretary of War, William Howard Taft, as the personal 
representative of the President for matters concerning the Panama 
Canal. Thus, from the outset, the Governor of the Canal Zone has 
reported directly to the Secretary of the Army as the personal repre- 
sentative of the President and the President has expressly confirmed 
that the Secretary of the Army, in performing functions as super- 
visor of the Canal Zone Government administration and as “stock- 
holder” of the Panama Canal Company, acts independently as the 
President’s representative rather than as head of the Department of 
the Army—letter May 30, 1952, President of the United States to 
Secretary of Defense. 

In time of peace, the Panama Canal is important as the center of 
world trade routes. In time of war, it takes on greater importance 
since its construction was influenced as much by strategic considera- 
tions as it was by the interests of commerce. In addition, prior to 
construction of the canal the United States Government wisely con- 
sidered that an interoceanic canal in Central America controlled by 
any other nation would place the United States at a distinct disadvan- 
tage in time of war or emergency. 

On January 27, 1914, President Woodrow Wilson signed Executive 
Order No. 1885, “To establish the Permanent Organization for the 
Panama Canal.” In his memorandum accompanying the Executive 
Order, the President stated : 

The troops which will be stationed in the Canal Zone for the protection of the 
’anama Canal are under the Secretary of War; the Panama Canal Act pro- 
vides that in time of war an officer of the Army shall upon the order of the 
President have exclusive authority over the operation of the Panama Canal and 
the Government of the Canal Zone; the construction of the canal has been 
successfully carried on under the supervision of the Secretary of War; the 
logical conclusion is, therefore, that the supervision of the operations of the 
Panama Canal under the permanent organization should be under the Secretary 
of War. 

Due to the rapidity with which modern warfare can be initiated 
the Department of the Army considers that the logic expressed in 
the above opinion is even more appropriate today than in 1914 when 
the President wrote it. The Department of the Army concludes there- 
fore, that the present arrangement is in the best interests of the canal 
enterprise me of the United States and that transfer to the Depart- 
ment of Commerce or another department would not be advantageous 
nor serve any useful purpose. 
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Although past practice is not controlling, it is pertinent that the 
President has always exercised his general supervisory authority 
over the canal enterprise through the Secretary of the Army, formerly 
Secretary of War. It was so provided in 1904 at the beginning of 
canal construction, again in 1914 when the permanent organization 
of the Panama Canal was established (Executive Order 1885), again 
in 1946 (Executive Order 9746), and reaffirmed as recently as Febru- 
ury 7, 1955 (Executive Order 10595), with the continuation of the 
delegation of general supervision over the administration of the Canal 
Zone Government paralleling the designation of the Secretary of the 
Army as “stockholder” of the Panama Canal Company as reincor- 
porated in 1948 (62 Stat. 1075). 

As mentioned earlier in this statement, the primary mission of the 
Panama Canal enterprise is to operate and maintain a waterway for 
the transiting of ships from one ocean to the other and this primary 
mission has the dual purpose of serving both national defense and 
interoceanic commerce. Which of the two purposes is the more im- 
portant is an unnecessary and fruitless question. Although the 
civilian and commercial character of the operation of the waterway in 
peacetime is obvious, the importance of the canal and its defense in 
time of war and the necessity for peacetime preparation for such 
defense are equally apparent. 

Since approval of the Panama Canal Act in 1915, Congress has 
recognized the strategic importance of the Panama Canal and the 
necessity for integrated control of the canal enterprise as a defense 
oper: ation in time of war by providing that during such periods the 
President may designate an officer of the Army who shall have ex- 
elusive authority and jurisdiction over the operation of the canal 
and all its adjuncts including the entire control and Government of 
the Canal Zone (Canal Zone Code, title 2, sec. 8). This authority 
was exercised during both World War I (Executive order dated 
April 9, 1917), and World War IL (Executive Order 8232). Control 
was exercised by an Army officer during World War IT for over 10 
years. It is important that the peacetime operations of the canal 
enterprise, although predominantly civil in character, should be co- 
ordinated with the ultimate purpose of being best adapted to the de- 
fense of the canal in time of war. For this reason it is concluded 
that the necessary coordination between peacetime anticipation of 
conditions to be met in wartime and military plans for defense can 
best be accomplished under the present arrangements whereby execu- 
tive supervision is vested in a single official, the Secretary of the Army, 
who has requisite top level author ity over both the military and civil- 
ian components of the canal enterprise. 

Unnecessary confusion and ambiguity in responsibilities would un- 
doubtedly arise if peacetime supervision of the canal operation were 
placed in the Department of Commerce with the resulting split of 
authority and responsibility at the Washington level as between the 
military and civilian aspects of the canal “enter prise and with the 
inevitable continued need for transfer of control to the military in 
time of war. In contrast, the present arrangement provides desirable 
continuity of interest, authority, and responsibility throughout periods 
of war and peace. 

National defense requirements and economic reasons dictate that the 
military services place the highest premium on utilization of the Pan- 
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ama Canal, both now and in time of war or emergency. ‘Today, the 
United States has military forces and merchant marine ships operat- 
ing practically all over the globe. In any war the speed, mobility, 
and flexibility of forces—the ability to concentrate forces and ma- 
terial rapidly from one part of the world to another, and to support 
the war effort at home with necessary strategic war materials is a 
primary consideration in our national defense planning. In sup- 
port of this requirement, the Panama Canal plays a most vital role 
in our national defense. 

The Department of Defense is strongly opposed to that portion of 
section 3 of the proposed bill, which provides for amendment of sec- 
tion 246 (e) of title 2 of the Canal Zone Code, with the apparent 
intent of requiring each military department to reimburse the Canal 
Zone Government for certain goods and services, including the “cost 
of operating and maintaining roads, highways, sewers, and other 
such facilities and services.” The effect and purpose of this new 
provision are not entirely clear, since the services in question are not 
precisely enumerated and the degree to which the military services 
would “normally provide such services” is subject to wide variation 
in various parts of the world, depending upon local conditions and 
arrangements. Assuming that his language of the proposed bill 
were perfected, so as to make clear what services were reimbursable by 
the military departments, and to what extent, the rig 0ag of 
Defense would still oppose the intent of this section. The Canal 
Zone has, from its inception, been a clearly defined geographic area 
in which the civil functions of government have been regarded as 
necessary concomitant to the operation of the Panama Canal. si 
view of this situation, efforts to make prorated determinations of 
indirect support provided by one Government agency to others, and 
the processing of reimbursement transactions in accordance with such 
determinations, would appear to be an expensive, profitless under- 
taking, not compatible with the public interest, and not in consonance 
with existing practice in the United States. 

An identical bill to S. Toa has been introduced in the House of 
Representatives as H. R. 7329. The Department of the Army, on 
behalf of the Department ‘of Defense has informed the Honorable 
Herbert C. Bonner, chairman, Committee on Merchant Marine and 
Fisheries, House of Representatives, that the Department of De- 
fense is opposed to H. R. 7329. 

In view of the lack of clarity of S. 2167, particularly with regard 
to section 3, thereof, the Department of Defense cannot foresee the 
fiscal effects of this proposed legislation at this time. 

The Bureau of the Budget advises that there is no objection to the 
submission of this report. 

Thank you very much for the opportunity to be heard on this im- 
portant subject. I shall be very happy to answer any questions you 
may have on this bill. 

The Crrarmman. General, in the first place are these necessarily your 
personal views, or are they the views that you are conveying for the 
Defense Department ? 

General Harrison, There are two points that I feel very strongly 
about. These are my views, also. <A lot of it is history, but I mean as 
to the basic. There are two major points that I see in this. The first 
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one is the question of overall supervision and jurisdiction. We have 
ss iny activities there which have to be very closely tied in with the 

Canal Zone Government. They fall into three general phases. One is 
defense. Another is what you might call common use of facilities 
and cross servicing, in the interests ‘of economy. And the third is the 
relations with the Government of Panama through the Ambassador in 
carrying out the treaties. We have to implement the treaties locally. 

The Governor of the zone has his own objectives. We have ours. 
And they are prescribed for us. But in any local area like this there 
are many times when you have to make a decision as to which w ay you 
are going to doa thing, and it involves both of us. Because of dif- 
ference in mission, even when there is the very best of intentions to 
cooperates, there are many occasions when you cannot legitimately 
agree to give in to the other side. That is because of the responsibility 
that rests on each one of us. But the fact that we have an immediate 
superior to whom we can send these things makes it possible to get a 
decision. And because we have such a superior it also facilitates 
getting together at the bottom level. 

If we had two separate departments so that nobody below the Presi- 
dent, or one of the people in the White House could make a decision, 
you can see that many of the things that are solved by the Secretary 
of the Army and not by the military would not get solved at all. 

The Cuamman. I think you have probably posed a question on 
page 4 of your statement when you say that you believe and the De- 
fense Department believes that if executive supervision is vested in 
a single official, the Secretary of the Army, who has the top level 
authority over both, that that is better administration. 

General Harrison. And that is what we have. 

The Cnarrman. I said that is what you have now. 

General Harrsion. It makes it possible to do this. 

The Cuarrman. I would think that may be true in time of peace. 
3ut of course in time of war it would be taken over anyway by the 
Defense Department. 

General Harrison. Yes, if the whole thing is taken over by the 
Defense Department. 

The CHarrmMan. Under the War Powers Act they would take it over 
as they did in World War IT. 

General Harrison. That is right. 

The CHamman. So now I do not think anyone in the industry— 
I hope I am corrected if I misstate this—none of us are talking about 
this situation in time of war. Then it becomes an entirely different 
thing and you fellows take it over anyway. Even now, without com- 
ing to the top level, you take over any decision you make, strategic 
or otherwise. In time of war the Caribbean Command would have 
the whole thing. We are talking in time of peace. 

General Harrison. So am I, basically. 

The CHatrman. When the commercial activity of the canal is 
probably eight times greater than the military activity in transit. 

General Harrison. I am talking about the local problems in time 
of peace. Let us consider just one. 

The Cuamman. I know the Canal Zone fairly well. I think I do. 
I may not as well as you people who are down there, but as well as 
the average fellow, I think, up here. 
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There are a lot of problems, I understand that. I just cannot con- 
ceive why the Secretary of Commerce, in commercial matters, could 
not do just as well, as is the case now between you and the Canal 
Zone group, which is primarily Army. Why do you suggest that you 
could not deal just as well with civilian officials like the Department 
of Commerce as you now deal with your own counterparts in the 
Army ? 

General Harrison. Because the Secretary of the Army makes deci- 
sions that govern both the Governor and me. But the Secretary of 
Commerce doesn’t govern the Department of the Army. 

The Cuarrman. That might be a good thing. 

General Harrison. Let’s take a specific case. 

The Cuarrman. That is my point. Sometimes you have a more 
efficient way to make decisions by having it, as you point out here, 
wlrere you can have one man to decide it. But I have found that 
sometimes to be disadvantageous, too. Where you have, in any event, 
war or peace, a commercial operation and a military operation, you 
have the commercial side represented. Even though you might not 
quite have that chain of command where of course the Secretary of 
the Army can now make decisions, I think that may be disadvantage- 
ous, too. 

1 think what the commercial people here are trying to say is not 
that they question the intention of the people of the Army or any other 
group, and I have seen this happen, but that they have no representa- 
tion in the policy decisions of some of these problems as a commercial 
group. They have to deal with the military. 

Inasmuch as it is a dual operation—and I agree with you that many 
of the things can’t be separated down there, that it is pretty difficult, 
you have found that out—— 

General Harrison. I know they can’t. They have to be together. 

The Cuairman (continuing). But they have their interests involved 
and therefore they believe that maybe some representation from the 
commercial side might be advantageous in doing equity without inter- 
fering with the military operation. 

General Harrison. I don’t question the problems of their representa- 
tion and protecting their interests. 

The Cuarrman. In other words, it gets down to something basic in 
our Government. We would accomplish things much more quickly, I 
suppose, if we gave the President authority to do anything, to make 
every decision. But we didn’t found this Government that way. It is 
somewhat basic that way. 

General Harrison. But we have this local problem. Let’s take just 
one matter, which is the question of defense. On the question of 
security of the canal it says that 1 have the final say, but the Governor 
can protest if he wants to. It gets down to such simple things as the 
mo that are involved on the actual protection of the locks. He 
had to do that. 

I have also protection outside and that results in an agreement 
between us. We have a 4-page agreement on just how these things 
will go. 

The CuarrmMan. I can’t understand why you would say you couldn’t 
make such agreement with, say the Department of Commerce. 

General Harrison. I don’t say it would be impossible. But I do 
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The CuairmMan. Yes, there is. 

General Harrison. Who could ? 

The CHatrmMan. The President. It can go to the President’s office. 

General Harrison. But it is just a matter of small things that hap- 
pen all the time. I am not talking about major, strategic problems. I 
am talking about the day-to-day operations in the Canal Zone. It is 
a question of personnel. He would have to hire more police or I 
would have to get more soldiers to do a specific thing. 

The Cuatrman. Why couldn’t you make an agreement with the 
Department of Commerce ¢ 

General Harrison. I don’t say we couldn't. 

The Cuairman. In other words, what you are saying is that it is 
easier for the Army people to deal with Army people # 

General Harrison. No, it is this: It is a problem of human nature. 

Phe Coairman. I don’t say that that is not true. 

General Harrison. It is a fundamental principle that we have 
learned over all the history of warfare, that where you have two activ- 
ities that have to operate closely together and utilize the same facil- 
ities, carefully coordinated, you have the principle of unity of com- 
mand, It has been true all through history. When we have violated 
that principle in a local area we have always gotten into trouble. 
That isthe eabdiamail: 

The Crarrman. We have the same problem in Alaska and in Ha- 
wall. Cooperation is the same. 

General Harrison. I don’t think you do, 

The CuarrmMan. In a broad general way we have. I appreciate 
what you say. The Canal Zone is a little different than some of these 
places. But it isa commercial activity, also. 

General Harrison. I am not talking about the commercial aspect. 
I am talking about the military problem of carrying out my mission 
in charge of the defense. 

The Cuatrman. In other words, what you are saying is that you 
would rather deal with an Army officer down there, than you would 
with a civilian official. 

General Harrison. No. That isn’t the point. The point is that 
regardless of whom I deal with personally, if for any reason there 
is a dispute, his objective disagrees with mine, and we honestly can’t 
reach an agreement, in spite of the fact we are trying— 

The Cnairman. You want to come to the Secretary of the Army 
for decision / 

General Harrison. I want to come to somebody at the next level 
to solve the problem. 

The CuatrrMan. He wants to goto the Secretary of Defense ? 

General Harrison. Not necessarily. 

The Cuairman. Not necessarily. Then it will come to the Presi- 
dent anyway. 

General Harrison. There are so many of them that never get be- 
yond Mr. Roderick, in the Office of the Assistant Secretary of the 
Army. 

The Cuarrman. But you think that there would be many of them, 
and if you had an official such as in the Department of Commerce, 
it woul 1 have to come up to the top level ? 

General Harrison. Yes. We have problems. For example, Mr. 
Roderick came down to see us the other day. He is the Assistant 
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Secretary of the Army and is actually operating this. We have a 
problem of carrying out the treaty. It has to do with single wage 
scales and things of that kind. We have to get together. We have 
different requirements. Mr. Roderick comes down there and we dis- 
cuss these things with Mr. Roderick. Because he has authority to 
make a decision that covers both of us we get the thing done. ‘That 
could go all the way up through separate departments and possibly 
end up in the White House, and a lot of these things are not impor- 
tant enough to go to the White House. 

The Cuairman. I appreciate that. And the fact that you people 
feel it is not important enough would make you people resolve it 
much faster. 

General Harrison. It is easier to resolve it when you have some 
body. I saw this in the Army and Air Force before they were sepa- 
rated. There was plenty of unfinished business. 

The Cuamman. What I am getting at, and this . no criticism of 
anybody, and I think the military appreciate this, but if there are 
decisions to be made down there, that affect during peacetime a com- 
mercial activity 8 to 1 for the main purpose of the canal—transit of 
ships—that decision is made according to an Army viewpoint. 

General Harrison. I doubt that. I don’t know what the law is. 

The CnairMan. It is not the law. It is ike anything else that is 
made with an Army viewpoint. I must say in all fairness I couldn't 
ake your command or billet and handle it, and I think many of the 
people down there do not have the background. And of necessity 
they wouldn’t have the background to look at the question from a 
commercial shipping viewpoint. 

General Harrison. But the point is that I don’t ever look at those 
questions. I don’t have anything to do with them. 

The Cnarrman. I don’t mean you. 

General Harrison. Nobody down there has except the Governor 
and his people. 

The CHarrMan. But they don’t have that kind of background. 
I have often thought that perhaps even the Navy should be down 
there rather than the Army. It is primarily a naval operation. 

General Harrison. My experience with the Navy is that if you 
vive them a job they always do it well. 

The CHairman. If we are going to have military there—defense 
of the canal is one thing. I understand your viewpoint and I think 
you have posed good legitimate questions. 

General Harrison. It is just a question of ee principles. 

The CHairman. The way it is down there now it is all Army. 
Every bit of it is Army. It alw ays has been as long as 1 ‘i ave known. 

General Harrison. I will let Governor Seybold discuss that. I 
um not responsible for the operation of the canal. I am responsible 
for defense, I am responsible for assisting in carrying out the treaty 
where we have to get together exactly the same way. And the other 
point is that there is much cross-service. 

The CHairman. I would think that with this legislation, if it 
should pass, your authority over the canal defensewise would be 
exactly the same as it is now. The oar thing is that you would be 
telling a Department of Commerce man to do it instead of another 
Army officer. 
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General Harrison. Suppose he said “I don’t want to do this”? 

The Cuarrman. He isn’t going to say that. 

General Harrison. I wouldn’t bet a nickel on that, Mr. Chairman. 

The Cuamman. Not in time of war. I am talking about time of 
war. 

General Harrison. In time of war he would have to come com- 
pletely under command. 

The Cuairman. In time of peace he would give you the commer- 
cial shipping viewpoint. It might be healthy for you to have that 
sometime. 

General Harrtson. I don’t object to their viewpoint. But when 
we have to do something we ought to have a way of getting a decision. 

The Caiman. In other words, what you are saying is that it is 
easier now to get a decision on things that can’t be settled ? 

General Harrison. That is right, and which wouldn’t be settled. 

The Cuatrman. And under this bill you think they would not be 
settled ? 

General Harrison. That is exactly right. 

The CHarrman. Do you have anything further to add, General? 

General Harrtson. We pay for all the water, gas, electricity, 
sewage, maintenance and construction of roads, the police, and things 
of that kind that we use on the military reservation. We reimburse 
for all the hospital costs, which are not fixed by us, by the military. 
We run our own fire department but that is going to transfer over, 
and we will reimburse the Canal Zone for that. So we do pay quite 
a bit to the Canal Zone. I don’t know what the exact charge should 
be. 

The Craiman. I have often thought that the Defense Depart- 
ment—this isn’t any of your doings, it is just bookkeeping again— 
have never evaluated what they owe the Canal Zone Company, and 
that they should pay them more in all kinds of respects. All they 
would have to do in that case would be to get an appropriation. It 
comes in one pocket and out the other. But it would give us a chance 
to evaluate what is the Defense responsibility, cashwise, down there, 
and what is the commercial responsibility cashwise. 

General Harrison. That is right, but we have to operate on appro- 
priations all the time. 

The Cuarrman. I am on the committee. I know. 

General Harrison. I know, but anything we lose because we have 
to pay it for nonmilitary purposes, really hurts. 

The Crarrman. I think if you told us why you had to have this 
extra amount you would get it. As I said, it is in one pocket and out 
the other. I have never believed—and I have a long history with this 
because when I first came here we had a little old committee called 
the Interocean Canals, that was abolished. We had one meeting a 
year to hear the fellow from the Panama Canal. There were two of 
us on it. I never thought that we have yet clearly defined—and that 
is what I think GAO is talking about in a broad way—the defense 
responsibility, fiscal responsibility to the canal here as against the 
commercial responsibility. It has been a pretty vague line of 
demarcation. 

T always thought that the defense fiscal responsibility got much 
the best of it. 
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General Harrison. I don’t know about that. 

The CuHarrMan. Then you would only have to come and get more 
appropriations for one department which would be taken out of an- 
other department. So the taxpayers are in the same shape anyway. 

Thank you, General. 

General Harrison. Thank you, Mr. Chairman. 

The CHatrMan. Governor Seybold, we will be glad to hear from 
you. 


STATEMENT OF J. S. SEYBOLD, GOVERNOR OF THE CANAL ZONE 
AND PRESIDENT, PANAMA CANAL COMPANY, ACCOMPANIED BY 
WILLIAM WHITMAN 


Governor Seysoip. Mr. Chairman, I would like to introduce Mr. 
W. M. Whitman, the secretary of the Company, whose offices are here 
in Washington. I also would like to state that this afternoon is the 
first time we have heard about the so-called “clean bill.” We would 
like to reserve our comments for those, with your permission, until 
some later time. 

The CHarrmMan. We will have committee prints made of that. You 
have a prepared statement, and then there is a further statement, 
“Comment by the Panama Canal Company, Canal Zone.” 

Governor Srrnoup. That statement that you referred to, the second 
one, is a long statement which I would like to have recorded and filed 
with the committee. 

The CuarrmMan. We will put the whole statement in the record for 
the benefit of the committee. 

(The statement referred to above is as follows:) 


COMMENT BY PANAMA CANAL AND CANAL ZONE GOVERNMENT ON 8S. 2167 


TRANSFER TO DEPARTMENT OF COMMERCE 


Sections 1 and 2 of the bill would place the corporation “in the Department of 
Commerce” and designate the Secretary of Commerce as the “stockholder” rep 
resenting the United States in its capacity as owner of the corporation. Under 
present law the corporation is an independent corporate agency and instrumen- 
tality of the United States, not within or part of any department, and the 
statutory stockholder is the President of the United States or such officer as 
may be designated by him. 

The President of the United States has designated the Secretary of the Army 
as “stockholder.” There is no actual “stock.” The specific function of the 
stockholder under present law is to appoint the members of the Board of 
Directors, who hold office at his pleasure. The management of the corporation 
is vested in the Board. The stockholder himself may serve on the Board if 
he so elects. 

These functions of the stockholder under present law are contained in 
section 247 of the Panama Canal Company Act (62 Stat. 1076, as amended 
64 Stat. 1088). However, section 247 would be amended by section 4 of the bill 
so as to substitute an Administrator, a Deputy, and an Advisory Board for the 
present Board of Directors. Management of the corporation would be vested 
in the Administrator. The new officials would be appointed by the President of 
the United States, subject to Senate confirmation. Neither the new section 247 
nor any other provision of the Panama Canal Company Act as amende:! ‘:y the 
bill would contain any reference to any function, authority, duty, or + spon- 
sibility of the stockholder. 

The purpose of the proposal to place the corporation “in”? the Department 
of Commerce and to designate the Secretary of Commerce as stockholder is 
therefore not clear. The status and function of the Secretary of Commerce 
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and his Department would remove all other current references in the present 
law to the stockholder and vest all appointive and management powers else- 
where. That is to say, the significance of the designation or existence of a 
stockholder under present law would be gone so far as concerns any express 
statutory provision remaining in the law under the proposed amendments. 

However, apart from such result, sections 1 and 2 of the bill probably reflect 
a theory that whatever organizational tie the corporation has to the Chief Execu- 
tive should be with the Secretary of Commerce as head of the Department of 
Commerce, rather than with the Secretary of the Army as representative of the 
President of the United States, as at present. 

As opposed to such theory, the canal administration recommends that the pres- 
ent arrungement is in the best interests of the canal enterprise and of the United 
States, and that transfer to the Department of Commerce or another department 
wouid not be advantageous or serve any superior purpose. 

Although past practice is not controlling, it is pertinent that the President has 
always exercised his general supervisory authority over the canal enterprise 
through the Secretary of the Army (formerly Secretary of War). It was so pro- 
vided in 1904 at the beginning of canal construction, again in 1914 when the per- 
manent organization of the Panama Canal was established, again in 1946 by 
Executive Order No. 9746, and reaffirmed as recently as February 7, 1955, by 
Executive Order No. 10595, which continues the delegation of general supervision 
over the administration of the Canal Zone Government paralleling the designa- 
tion of the Secretary of the Army as “stockholder” of the Panama Canal Com- 
pany as reincorporated in 1948. 

The primary mission of the Panama Canal enterprise is to operate and main- 
tain a waterway for the transiting of ships from one ocean to the other, and this 
primary mission has the dual purpose of serving both national defense and inter- 
oceanic Commerce. Which of the two purposes is the more important is an 
unnecessary and fruitless question. Although the civilian and commercial char- 
acter of the operation of the waterway in peacetime is obvious, the importance 
of the canal and its defense in time of war and the necessity for peacetime 
preparation for such defense are equally apparent. 

Congress has recognized the necessity for integrated control of the canal enter- 
prise as a defense operation in time of war by providing that during such periods 
the President may designate an officer of the Army who shall have exclusive 
authority and jurisdiction over the operation of the canal and all its adjuncts, 
including the entire control and government of the Canal Zone (Canal Zone Code, 
title 2, sec. 8). This authority was exercised during both World War I and 
World War Il. It is important that the peacetime operations of the canal enter- 
prise, although predominantly civil in character, should be coordinated with the 
ultimate purpose of being best adapted to the defense of the canal in time of war. 

It is considered that the necessary coordination between peacetime anticipa- 
tion of conditions to be met in wartime and military plans for defense can best 
be accomlished under the present arrangements whereby executive supervision 
is vested in a single official, the Secretary of the Army, who has requisite top-level 
authority over both the military and civilian components of the canal enterprise. 

Unnecessary confusion and ambiguity in responsibilities might arise if peace- 
time supervision of the canal operation were placed in the Department of Com- 
merce, With the resulting split of authority and responsiblity at the Washing- 
ton level as between the military and civilian aspects of the canal enterprise, and 
with the inevitable continued need for transfer of control to the military in time 
of war. In contrast, the present arrangement provides desirable continuity of 
interest, authority, and responsibility throughout periods of war and peace. 

Although the proposal is not new, no persuasive reasons have been advanced 
for a transfer of supervision to the Secretary of Commerce. The Panama Canal 
is not a transportation activity of the Government of the kind with which the 
Department of Commerce is otherwise concerned. And the Panama Canal is not 
involved in the formulation or implementation of national transportation policies 
in general, except perhaps in the field of the rates of tolls to be charged for the 
use of the canal. On the latter point, the formula for rates of tolls is prescribed 
by the Congress and in the application of the formula all changes in rates of tolls 
are subject to the aproval of the President of the United States (Canal Zone Code, 
title 2, secs. 411 and 412, 64 Stat. 1042). The legislative history of the tolls 
statute confirms that the provision for approval by the President of the rates of 
tolls is intended to provide any necessary coordination with national transporta- 
tion policies. 
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The operation of the canal and the government of the Canal Zone are not 
“dominated” by the military. Traditionally, the Governor of the Canal Zone, who 
is also President of the Panama Canal Company, has been appointed by the 
President of the United States, with the advice and consent of the Senate, from 
qualified senior officers of the Corps of Engineers of the United States Army. 
A few of the other officials of the canal organization have also been assigned 
from the military, principally the Lieutenant Governor and the Engineering and 
Construction Director from the Corps of Engineers and the Marine Superin- 
tendent from the Navy. Experience has proved that, in view of the predomi- 
nantly engineering character of the major canal activities and the necessary 
close coordination required with the Army and Navy, this use of Army and Navy 
personnel is highly advantageous to all concerned. ri 

The President has expressly confirmed that the Secretary of the Army, in 
performing functions as supervisor of the Canal Zone Government administra- 
tion and as “stockholder” of the Panama Canal Company, acts independently 
as the President’s representative rather than as head of the Department of the 
Army (letter May 30, 1952, President of the United States to Secretary of 
Defense ). 

The management of the Corporation is vested by law in the Board of Directors, 
who are appointed by the Secretary of the Army in his capacity as “stockholder.” 
By careful attention to the background and experience of appointees, the stock- 
holder has been able to obtain a working board composed of outstanding business 
and professional men and Government officials capable of directing the affairs of 
the Corporation on a sound business basis. The representation of the military 
on the Board and the interest of the military in the administration of the canal 
enterprise are a natural and desirable result of the need for coordination neces- 
sary for effective achievement of the dual purpose of the waterway. 


CANAL ZONE GOVERNMENT COSTS 


Section 3 of the bill would amend section 246 (e) of the Panama Canal Com- 
pany Act, as amended (64 Stat. 1041), so as to provide that the net costs of 
operation of the Canal Zone Government for which the Company must reimburse 
the Treasury shall be reduced by collections of credits covering the cost of certain 
governmental activities that would be charged to other agencies or to the Republic 
of Panama. 

Present section 246 (e) obligates the Panama Canal Company to reimburse the 
Treasury for the annuity paid to Panama under the 1903 and 1936 treaties and 
for the net costs of operation of the Canal Zone Government. The proposed 
amendment retains all the present provisions of paragraph (e), but adds the 
word “annual” before the words “net costs of operation” in the first sentence, 
adds a new long proviso in the second sentence, and adds a new third sentence. 

The inserted reference to the “annual” net costs of operation of the Canal Zone 
Government does not appear to have any particular significance since the net 
costs are so computed under the present law and the final sentence of the existing 
subsection which already requires payments annually to the extent earned 
is retained. 

The second sentence of present paragraph (e) provides that the net costs of 
operation of the Canal Zone Government shall not include interest, but shall 
include depreciation and the reimbursement of other Government agencies for 
expenditures made on behalf of the Canal Zone Government. The proposed 
amendment retains these provisions, but adds a proviso intended to reduce the 
net costs of the Canal Zone Government required to be borne by the Panama 
Canal Company. The proviso refers to three categories of Canal Zone Govern- 
ment costs which should “be borne by the respective Government agencies that 
would normally provide such services,” and would require those agencies to 
reimburse the Canal Zone Government annually for the services rendered on their 
behalf. If such reimbursement is not made, or if it is delayed beyond the end of 
the fiscal year, then, for tolls evaluation purposes, the costs involved would not 
be included “in determining the net cost of operating the Canal Zone Government 
and the revenues of the Panama Canal Company, and the Canal Zone Government 
shall be credited as if such reimbursement had been made.” 

The three categories of costs that would be required to be borne by other 
agencies are: (1) The cost of providing immigration and custom service for the 
Republic of Panama; (2) the cost of rendering goods and services “which would 
otherwise normally be borne by other departments of the United States Govern- 
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ment in its overseas trust territories and Government reservations”; and (3) 
such portion of the cost of operating and maintaining roads, highways, sewers, 
and other such facilities and services as is represented by the use of military 
personnel and their families. 

Concerning category (1), under treaties with Panama, the ports of Cristobal 
and Balboa in the Canal Zone serve the Republic of Panama, which does not have 
deep-water ports of its own. Cargo and passengers entering Canal Zone ports 
destined for Panama are therefore processed by Canal Zone custom and immi- 
gration authorities. Panamanian customs and immigration officials do not oper- 
ate in the Canal Zone because Panama has not yet established customhonses in 
the Canal Zone as authorized by the 1936 treaty. In cooperation with the Paa- 
amanian authorities the Canal Zone Government performs certain customs and 
immigration servces for Panama, including the screening of cargo and passenger 
documents, the delivery of documents to Panamanian authorities in appropriate 
cases, and the customs retention of cargo pending clearance of documents by 
Panamanian authorities. 

The annual cost of custom and immigration services for Panama is estimated 
at $250,000, although it is difficult to apportion such costs since both services are 
performed by the same Canal Zone Government personnel in the course of their 
performance of their other similar duties for the Canal Zone. 

In requiring such custom and immigration services for Panama to be borne by 
the “respective Government agencies that would normally provide such services” 
the proposed amendment presumably intends to shift the expense from the Canal 
Zone government, and therefore ultimately from the Panama Canal Company, to 
the United States Bureau of Customs (Department of the Treasury) and the 
{ nited States Immigration and Naturalization Service (Department of Justice). 
However, the Canal Zone is outside the customs and immigration barriers of the 
United States customs and immigration laws generally, and the customs and 
immigration services in the United States have no function or responsibility in 
the Canal Zone. It would, therefore, seem wholly inappropriate to bill thoge 
agencies for such services. 

The merits of such an allowance are believed questionable, although they can 
be argued either way. On the one hand, such services have always been per- 
formed for Panama, are in keeping with treaty obligations to cooperate with 
Panama in such matters, and are probably in the best interests of the United 
States. As so justified, the cost might well be continued to be regarded as proper 
costs of the canal enterprise. On the other hand, the customs and immigration 
services for Panama are not directly related to the canal operation and the costs 
would not be borne by the canal enterprise if Panama established customhouses 
in the Canal Zone ports and exercised jurisdiction therein as contemplated by 
the 1936 treaty. 

The second category of cost mentioned in the proviso, namely, “the cost of 
rendering goods and services which would otherwise normally be borne by other 
departments of the United States Government in its overseas trust territories and 
Government reservations,” is so general and vague that it permits only specula- 
tion as to what goods and services and what other departments are intended to 
be affected. Comment is difficult and administration would be even more so in 
the absence of clarification of this proposal. 

In addition to customs and immigration services, the Canal Zone Government 
operatés a variety of governmental services which are essential as adjuncts to 
the Panama Canal in an area where the United States exercises complete sov- 
ereign authority. The Canal Zone Government operates an independent postal 
service which is not part of the United States Post Office Department. It 
furnishes police protection and provides jails and penitentiaries, and these law 
enforcement activities involve general criminal laws of the United States as well 
as criminal laws applicable only to the Canal Zone. The agency presently 
provides fire fighting services for all Panama Canal Company/Canal Zone Gov- 
ernment property in the Canal Zone and it is expected will soon assume respon- 
sibility for protection of all property in the zone in conformance with the consoli- 
dation program. It provides magistrates courts of limited criminal and civil 
jurisdiction, but the expenses of the United States district court and of the offices 
of the United States district attorney and the United States marshal are not borne 
by the Canal Zone Government, except a few supporting expenses for office space 
and equipment and local travel, ete. The Canal Zone Government also provides 
schools (kindergarten through junior college), libraries, hospitals and clinics 
and other public health services, quarantine services, roads, streets, sidewalks, 
sewers, ete. 
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Other United States Government agencies in the Canal Zone are now reim- 
bursing the Canal Zone Government on a user basis for goods provided and 
services rendered in the case of schools and hospitals. No attempt has been 
made to allocate shares of expenses to other agencies attributable to police and 
fire protection, use of roads and sewers, etc. To the extent that the Congress 
should decide that such allocations of costs to other agencies should be accom- 
plished for the fiscal purposes of the canal enterprise, it is considered that the 
allocations should be on a user basis under some appropriate formula. 

It is not considered justified or practical to try to charge other departments 
or agencies of the United States Government on the basis of the suggested 
determination that they would normally provide such goods and services or that 
they would normally bear the cost of providing such goods and services in 
overseas trust territories and Government reservations of the United States, 
as contrasted to a distribution of costs on a user basis to other agencies actually 
present in the Canal Zone. 

On this point it is recalled that in the 1950 legislative reorganization of the 
Panama Canal Company the Congress recognized that certain services that are 
difficult to measure on a user basis were furnished other agencies without reim- 
bursement, and had this fact in mind in writing into the law the exclusion of 
interest during construction from the capital investment upon which the Panama 
Canal Company pays interest. In reporting the reorganization legislation the 
House committee said: “Such exclusion (of interest during construction from 
the capital base for interest) is recommended not only because of precedent but 
as a just and reasonable recognition of the defense value of the canal, and as an 
offset against the operations which have been conducted and which, to some 
extent, will be conducted in the future, without reimbursement, for the Military 
Establishment or others in the interest of the United States.” (H. Rept. No. 2935, 
81st Cong., p. 5.) The legislative history of that legislation further confirms 
that highways and sewers were among the specific operations so covered. 

The foregoing comment is also directly pertinent to the third category of costs 
in the proposed new proviso in section 246 (e): Namely, a share attributable 
to the military of the cost of operating and maintaining roads, highways, sewers, 
and other such facilities and services. However, the proposed formula in the 
bill for allocating highway, sewer, and similar costs to the military is not clear or 
adequate. If the formula were to be based on a personnel census, the portion 
attributable to the military should include civilian employees of the military 
agencies as well as uniformed personnel, and citizenship should not be a factor. 
Any such formula would necessarily be arbitrary since comparative use of the 
highways, for instance, bears no clearcut relation to comparative employment 
or residence census figures. Substantial use of Canal Zone highways is made 
by official military equipment, and, as another category entirely, by vehicles 
from Panama. No figures are available estimating, for instance, annual mileage 
in the Canal Zone of vehicles in various categories. In any event, a formula 
involving a census of military personnel probably should be avoided as an 
unwarranted publication of troop strength in the Canal Zone. Subject to the 
foregoing comments, the canal agencies favor the principle of reimbursement for 
all Canal Zone Government services furnished to or used by other Government 
agencies. 

The remaining new provision, which would be added as a proviso to the third 
sentence in the amended paragraph (e), would require the Canal Zone Govern- 
ment to bill the Republic of Panama for the cost of providing schools for citizens 
of Panama, and to the extent that such bills are not paid the Canal Zone Govern: 
ment would be credited as if they had been paid. The requirement that Panama 
be billed for such purposes would be inappropriate and objectionable under the 
circumstances. 

As part of its essential governmental functions in an area wherein it exercises 
exclusive sovereign jurisdiction, the United States through its agency, the Canal 
Zone Government, provides free public schooling for the residents of the area. 
Two school systems are operated. One provides the schooling for United States 
citizens who are employed by the United States in the overseas location and 
the other provides Latin American sehools for the residents who are native 
to the area. The Latin American schools are taught in Spanish and emphasize 
the curriculum and culture appropriate for citizens of Panama. However, the 
schools are operated solely as the responsibility of the United States Govern- 
ment and are not operated at the request of or under agreement with the Re- 
public of Panama, which, of course, operates its own school system within the 
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Republic. The students in the Latin American schools in the Canal Zone, al- 
though predominantly of Panamanian citizenship, are all residents of the Canal 
Zone rather than of the Republic. 

Accordingly, Panama would almost certainly reject the proposed charges. 
If the cost of providing schools for Panamanian residents of the Canal Zone 
is no longer to be regarded as an appropriate Canal Zone Government cost to 
be included as an integral part of the cost of the canal enterprise as a whole, 
then among the alternatives are (1) an allowance might be made through a 
credit arrangement; (2) sponsorship of the program by Department of State, 
or (3) elimination of the program. In any event, the legis'ative enactment on 
the subject should not be based on the theory that such costs are the responsi- 
bility of the Republic of Panama. 

The above comment concerning section 3 of the bill is directed at the substance 
of the proposed amendments without detailing a critical analysis of the draft- 
ing. The new material in paragraph (e) is regarded as so ambiguous as to 
result inevitably in difficult and controversial administration, with little chance 
that other agencies would recognize any liability to reimburse the Canal Zone 
Government. The new language should be clarified very substantially if given 
favorable consideration in principle. The specific Canal Zone Government op- 
erations involved, and the specific other agencies intended to bear their costs, 
should be indicated. And if Congress intends that such other agencies actually 
reimburse the Canal Zone Government then there should be no question about 
whether they shall in fact do so, as contrasted to the language in the bill which 
seems to contemplate that the required reimbursement may not be made and that 
provision for a credit is therefore necessary. 


MANAGEMENT OF CORPORATION 


Section 4 of the bill would amend section 247 of the Panama Canal Company 
Act by substituting an entirely different plan of corporate management. 

The present section 247 vests the management of the corporation in a Board 
of Directors consisting of not less than 9 nor more than 13 persons who are ap- 
pointed by and hold office at the pleasure of the stockholder. The directors re- 
ceive no salary for their services on the Board but receive travel and subsist- 
ence expenses in connection with attendance at meetings of the Board or in 
connection with the time spent on special service of the corporation. The pres- 
ent section provides that the Governor of the Canal Zone shall be a director 
and president of the corporation. He is therefore the executive operating head 
of the corporation, management of which is vested in the Board. 

The proposed amendment to section 247 would eliminate all reference to a 
Board of Directors, the Governor of the Canal Zone, and the stockholder. The 
inanagement of the corporation would be vested in a single Administrator who 
would be assisted by a Deputy and a 7-member Advisory Board. The Admin- 
istrator, the Deputy, and the 7 members of the Advisory Board would be ap- 
pointed by the President of the United States by and with the advice and con- 
sent of the Senate. 

The reorganization of the Panama Canal Company by the act of September 
26, 1950, effective July 1, 1951, was the result of comprehensive studies by the 
Bureau of the Budget and other interested agencies and extensive congressional 
hearings, based on that study and the recommendations of the President. With 
the unanimous support of all concerned, Congress provided for the administra- 
tion of the business-type activities of the canal enterprise under the corporate 
form of organization that has been so successfully used for the conduct of busi- 
ness in the United States. An essential part of the corporate form of business 
activity as developed in the American business community is a board of direc- 
tors which brings to the management of the company the benefit of the experi- 
ence and varying points of view of a group of men who frequently are associated 
in the same capacity with a number of business operations and are in a position 
to make some special contribution to the management of the corporation. 

Inasmuch as the Panama Canal Company is an activity of the Federal Gov- 
ernment, the Board of Directors of the company includes men with experience 
in the Government as well as directors whose background is primarily that of 
private business. The company has been fortunate in the ability of the stock- 
holder to induce qualified men with recognized stature in the business com- 
munity and in Government to serve on the Board. <A full membership of 13 
directors has been maintained at all times, except for minor time lags in the 
filling of vacancies. The members of the Board have devoted a great deal of 
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time and energy to the development of sound policies governing the management 
of the company’s activities. The Board meets regularly both in the United 
States and in the Canal Zone and sends subcommittees to the Canal Zone as 
necessary. 

In common with the usual form of corporation organization, the present law 
contemplates that the president of the corporation shall be the executive head 
who is responsible for the operation of the Company within the framework of 
the policies prescribed by and subject to the directives of the board of directors 
in which management is vested. The executive head of the agency resides in 
the Canal Zone and is charged with the responsibility for the day-to-day opera- 
tions of the Company. 

A most important feature of the present organization is that the Governor 
of the Canal Zone is the president and therefore the executive operating head 
of the corporation. This arrangement is highly desirable if not essential for 
the required coordination and, as a practical matter, the integration of the Canal 
Zone Government and the Panama Canal Company. These two entities are 
closely interrelated physically and in organization, purposes, and operation. 
Together they comprise the civilian Panama Canal enterprise as a whole. 

Other systems of management and organization could, of course, be made to 
work, including the one proposed in the subject bill. However, it is the opinion 
of the Governor of the Canal Zone and of the Panama Canal Company that the 
proposed change to a single Administrator with an advisory board would involve 
detinite disadvantages without offsetting advantages over the traditional cor- 
porate form which Congress so recently adopted after careful study and which 
has worked so successfully in the 4 years it has been in operation. 

An important disadvantage of the proposed single administrator system would 
be the divorcing of the management and operating authority of the Company 
from the administration of the Canal Zone Government by the Governor. Many 
undesirable features are inherent with a separation of administration of such 
closely related and interdependent agencies. It is assured that there will be 
an ever-expanding and costly development of duplicate administrative and 
management staffs and very probably duplicate service facilities. Conflict be- 
tween the administrator of the corporation and the Governor of the Canal 
Zone would be never-ending in those matters which require policy decisions 
affecting both operations, particularly with respect to problems involving econ- 
omy and effectiveness of cross-Services and reimbursement by the corporation 
of the net cost of the Government. Unquestionably, it will produce confused 
relationships with users of the services and with the Republic of Panama. 
The present arrangement permits the maximum desirable coordination and inte- 
gration of the governmental and business activities which comprise the canal 
enterprise as a whole. The Governor acts on his own authority in affairs of 
Government and has broad latitude for independent action as president of the 
corporation, thus permitting freedom of action in handling decisions and prob- 
lems that are necessary to efficient operation of the canal and associated 
facilities on a day-to-day basis. The need for daily top-level management 
decisions in the affairs of the Panama Canal Company in the Canal Zone does 
not, in the light of experience, require any more independent authority than 
the Governor-President has under the present arrangement. Top policy deci- 
sions are satisfactorily made by the Board of Directors at regular meetings, 
and between meetings by the Executive Committee. 

The use of the present form of management vested in the Board of Directors 
with operating responsibility administered by the Governor-President is justi- 
fied not only in theory but in the light of the practical results since the reorgani- 
zation in 1951. In terms of financial results of operation and efficiency and 
economy generally, including the effective utilization of personnel, the 4 fiscal 
years of operation since the reorganization have been conspicuously successful. 
No management or other problems have developed which in any way reflect on 
the judgment of the Congress in establishing the present form of management. 
Since the 1951 reorganization the canal enterprise, including the Canal Zone 
Government, has operated on a completely self-sustaining basis without any 
appropriations of funds to the Company for either operations or capital require- 
ments, and with the net cost of operation of the Canal Zone Government fully 
reimbursed by the Company to the Treasury out of Company revenues. 

During fiscal years 1952, 1953, 1954, and 1955, the first 4 years of operation, 
the net income of the Company, after payment of all costs including reimburse- 
ment to the Treasury for interest, the annuity to Panama, and the net costs of 
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operation of the Canal Zone Government, has totaled $13,554,260. The finan. 
cial statements for fiscal year 1955 are not yet completed but they also will report 
a net income, as will fiscal year 1956 under current estimates. During fiscal 
year 1955 the Company paid into the United States Treasury out of its accumu- 
lated surplus a capital refundment of $10 million, referred to in the statute as 
a “dividend.” During these fiscal years traffic through the canal has been the 
highest on record and the Company has performed its primary mission of transit- 
ing the ships from one ocean to the other most successfully, while at the same 
time, through efficiencies and economies, reducing personnel by over 24 percent, 
from about 19,300 employees in 1951 to about 14,400 currently. 

In summary, the Company has benefited greatly from the individual and 
eollective views of the members of the Board of Directors under the present 
arrangement and feels that its potential contributions to efficient and economical 
operation are greater than that of a single administrator and advisory board. 
Experience provides no reasons for a change, but rather points to continuance 
of the present form of management. 


ALLOCATION OF COSTS 


Section 5 of the bill would amend section 248 of the Panama Canal Company 
Act by adding an entirely new subsection (a) which would substantially and 
adversely affect the present fiscal status of the Panama Canal Company. Sub. 
section (b) of the amended section would merely repeat without change the 
present text of section 248 prescribing general powers of the corporation. 

The new subsection (a) is subtitled “General Purpose of Corporation.” It is 
to be observed that the purposes of the corporation are already stated in section 
245 of the Panama Canal Company Act which provides that the corporation is 
created as an agency and instrumentality of the United States for the purpose 
of maintaining and operating the Panama Canal and of conducting business 
operations incident to such maintenance and operation and incident to the civil 
government of the Canal Zone. 

The new subsection (a) recites that the major objective of the corporation 
shall be the economic and efficient transiting of vessels through the canal and 
that for such purpose the corporation shall operate the canal including the 
locks, channels, towing facilities, and other facilities used in actual transit. 
The substantive change intended by the new subsection is found in the further 
provisions that, to the extent found hecessary to accomplish its primary mission, 
the corporation shall operate other facilities not used in actual transit and 
that such additional facilities shall be self-supporting. To meet the requirement 
that it be self-supporting, each such nontransit facility would be required by 
the new provision to recover all costs of “overhead, maintenance and operation, 
depreciation, interest on investment, and a proportionate share of the net cost 
of the Canal Zone Government.” 

The tolls statute (Canal Zone Code, title 2, sec. 412 (b), 64 Stat. 1042) requires 
tolls to cover as nearly as practicable all costs of maintaining and operating 
the Panama Canal together with the facilities and appurtenances related thereto. 
It is the position of the Panama Canal Company that the proposed arbitrary 
allocation of general corporate charges to the nontransit activities of the cor- 
poration which are operated in support of the canal activity itself is unsound 
in theory and unworkable in practice. It is believed that the issues involved 
in the present proposal can best be pointed up by a description of the Company’s 
management and accounting policies in its administration of the Company’s 
activities under the present law. 

The Panama Canal Company construes its charter as establishing that the 
primary mission of the Company is the maintenance and operation of the 
Panama Canal for the movement of ships from one ocean to the other. As a 
part of that mission and in view of the provisions of the international agree- 
ments under which the canal is operated, specifically the treaty commitment to 
the Republic of Panama not to permit the establishment of private business 
enterprises in the Canal Zone except a few having a direct relation to the canal 
operation, the Company is required to provide and operate most of the support- 
ing service facilities. These include essential utilities, supply facilities, and so 
forth. Many of the services must be furnished not only to the Company itself 
but to the Canal Zone Government and to the employees of both agencies who 
reside in the Canal Zone. In establishing these essential supporting services, 
the Company is in some cases in a position incidentally to make sales or perform 
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services for other United States Government agencies and other persons or 
organizations that are not users of the waterway itself. 

The services of the Company are therefore rendered to three principal types 
of users: (1) shipping, (2) employees of the Panama Canal Company and Canal 
Zone Government, and (3) other users of supporting service facilities. Each of 
the three types stands in a somewhat different relationship to the Company. 
In the establishment of financially sound and equitable charges for the various 
parts of the service, such differing relationships must be recognized and taken 
into account. 

With reference to the first principal category of users of canal facilities, 
namely, shipping, tolls at rates established pursuant to the statutory require- 
ments are charged for the transit of vessels through the canal. All other services 
to shipping are charged for on a commercial basis, sufficient to cover all costs, 
direct and indirect, and to reflect the economic value of the service rendered and 
sound business practice. 

The services provided by the Company to its own employees and to those of 
the Canal Zone Government are services which are essential to the satisfactory 
accomplishment of the Company’s mission. The cost of performing such essen- 
tial services are an integral part of the cost of operating and maintaining the 
Panama Canal. Amounts received in payment for such services to employees 
through, for example, commissary sales, the rental of housing, the furnishing 
of electricity, etc., are in effect recoveries of cost and are not true revenues 
from which income or loss can be said to arise. Sums recovered from employees 
over and above the direct operating cost of the services provided are classified 
as recoveries of some share of the corporate charges of the Company which in 
general are not allocated as direct cost items. Any unrecovered cost of a 
service to employees is part of the cost of employing workers. The pricing of 
employees’ services involves considerations of wage policy and recognition of the 
existence of abnormal operating costs, due to the overseas location and tropical 
conditions, which under some circumstances employees should not bear. 

Sales in which the Company’s own supporting service facilities are made 
available to organizations and personnel not directly involved in the canal enter- 
prise are mostly in the nature of incidental or byproduct transactions in that the 
service would not have been established for such sales alone and they add rela- 
tively little to the general corporate overheads. As in the case of transactions 
with employees, the amounts charged in excess of direct operating costs are 
recoveries contributing to general corporate charges. The important considera- 
tion is that all costs directly attributable to such incidental services plus an 
appropriate share of general expenses are recovered from these consumers. 

What constitutes an appropriate share of general corporate charges to be 
recovered on sales of supporting services is a matter of management judgment 
in eaeh case. The experience of private industry clearly demonstrates that the 
proper assessment of such costs cannot be satisfactorily determined by the 
application of rigid cost allocation formulas which would prorate overheads 
uniformly over canal customers, employees, and other users of supporting services 
alike. In most cases the pro rata allocation of general corporate charges to each 
supporting activity would dictate unreasonable or prohibitive prices. The pric- 
ing objective that will produce the greatest total benefit is that which will produce 
the maximum operating income before general corporate expense. 

In contrast to the theory and practice described above, which have been re 
flected in the budget programs approved by the Bureau of the Budget and Con- 
gress and under which the Company has successfully administered the law, the 
subject bill proposes an arbitrary fixed allocation of general overhead, interest, 
and Canal Zone Government costs to each supporting facility as a basis for 
the application of a requirement that each such facility be “self-supporting.” 
Apart from the fact that private business experience confirms that there is no 
acceptable formula for the allocation of joint costs, the fixed allocation of general 
corporate expenses to supporting activities ignores the economic realities of the 
canal enterprise. The supporting activities involved are essential to the opera- 
tion and maintenance of the canal itself and for the most part they cannot be 
discontinued merely because not self-supporting in some arbitrary sense. 

The proposed allocation theory would inevitably call for increases in prices 
charged by the supporting services notwithstanding the fact that such increases 
in most cases would reach or pass the point of diminishing returns and would 
otherwise be unreasonable or uneconomic. The activities involved would there- 
fore not be self-supporting on the basis of the arbitrary allocation of costs, and 
since the activities are essential and could not be discontinued, a “loss” would 
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be constructed which would have to be made up either by tolls revenues, which 
the subject bill would preclude, or by appropriations from the United States 
Treasury. 

Under the Company’s “contributory” theory and practice, the nontransit activi- 
ties contributed about $4 million to general corporate expenses in fiscal year 
1954. Applying the proposed allocation system to fiscal year 1954, for example, 
the canal transit operation would be treated as separate from and independent 
of the supporting activities and the arbitrary allocation of general corporate 
expenses to each supporting activity would result in an apparent “loss” for the 
supporting activities. However, such a conversion of arbitrarily allocated costs 
into “losses” would be merely an exercise in arithmetic which should not hide 
the fact that the same allocated amounts applied to the fiscal structure of the 
Company as a whole produced a net return. The fact remains that the support- 
ing activities contributed $4 million to general corporate expenses and that this 
figure is more than any offsetting reduction that would have been reflected in 
in those general corporate expenses if the supporting activities had not been 
operated. They therefore operated at a net gain to the Company as a whole. 

In its recent audit report on the Panama Canal Company, the General Account- 
ing Office has expressed the view that, by implication, the present law requires 
an arbitrary allocation of general costs to the supporting activities similar to 
the allocation that would be required by the subject bill. However, the General 
Accounting Office report also expressly recognizes that such an allocation would 
inevitably result in the supporting activities being operated at so-called losses 
because they cannot be made self-supporting on such an arbitrary basis. Unlike 
the subject bill, the General Accounting Office therefore recommends that any 
such “losses” should be recovered through tolls, because of that office’s “belief 
that all losses of operating business activities necessary in support of the canal 
activity, directly or indirectly, should be recoverable through tolls.” 

The practices of the Panama Canal Company under existing law achieve the 
same net objective advocated by the General Accounting Office, although the 
latter agency arrives at that result by different arithmetic and considers that 
legislative action is necessary to achieve the objective whereas the Company 
considers that no such legislative action is necessary. 

The subject bill would adopt the allocation theory but would not permit tolls 
to cover the “losses” which would inevitably result. A reduction in tolls pre- 
sumably is contemplated, notwithstanding the resulting necessity to resort to 
appropriations, contrary to the sound concept that the enterprise as a whole 
should be self-sustaining. 

The Panama Canal Company believes that the results obtained under the 
policies and practices adopted by the Company have clearly met the broad 
objectives of the reorganization legislation and are within the framework of 
the existing specific statutory requirements. Experience in operating ander 
the reorganization legislation has fully justified the original judgment of Con- 
gress in omitting from the law any requirement that each individual supporting 
activity be self-supporting and that any general indirect expenses be allocated 
except, of course, as provided in the case of net cost of Canal Zone Government 
in the tolls statute. It is recommended that the change proposed by the subject 
bill should be rejected in favor of the present law as construed and applied 
by the Company, but that if an allocation theory were adopted then, as the 
General Accounting Office has pointed out, express provision should be made for 
recovery of resulting losses from tolls rather than from appropriated funds if 
it is intended that the canal enterprise continue to be operated on a self- 
sustaining basis. 

SPECIFIC POWERS OF CORPORATION 


Section 6 of the bill would amend section 249 of the Panama Canal Company 
Act which prescribes the specific powers of the corporation. The amended sec- 
tion is identical in substance to the present section 249 except (1) in the opening 
clause the words “and insofar as consistent with the provisions of section 248 
(a)”’ would be inserted as a qualification upon the powers granted to the corpo- 
ration, and (2) in paragraph (g) a reference to the new Advisory Board is 
substituted for a present reference to the Board of Directors and the obsolete 
title “Governor of the Panama Canal” is used rather than the correct title 
“Governor of the Canal Zone.”’ On this latter point it is probable that the con- 
tinued reference to the Governor is not intended and that, consistently with the 
other amendments in the bill, reference to the new administrator is intended. 
The minor amendments in section 6 of the bill are directly related to and 
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dependent upon amendments proposed elsewhere in the bill and require no other 
separate comment. 
EXCESS FUNDS OF CORPORATION 


Section 7 of the bill would amend section 253 of the Panama Canal Company 
Act concerning the capital refundment to the Treasury of funds of the corpora- 
tion that are excess to its working capital requirements and its requirements 
for plant replacement and expansion. 

Section 253 now requires the Board of Directors to appraise annually the 
corporation’s working capital requirements, together with reasonable foresee- 
able requirements for authorized plant replacement and expansion, and to pay 
into the Treasury as “dividends” the amount of funds in excess thereof. Such 
dividends are capital refundments which operate to reduce the net direct invest- 
ment of the Government in the corporation which forms the base for interest 
payments. 

The amended section 253 substitutes references to the proposed new Advisory 
Board and the Administrator, and is otherwise the same as the existing section 
except for the important insertion of a clause limiting the reasonable foreseeable 
requirements for authorized plant replacement and expansion to “not more than 
1 fiscal year following” the annual appraisal. 

This proposed amendment would limit the Company to retention of funds 
necessary for capital expansion in the succeeding 1 fiscal year only as contrasted 
to the present provision contemplating the retention of cash to finance reasonable 
foreseeable requirements for major long-term capital construction and replace- 
ment programs. The corporation would be required to resort to annual appro- 
priations to cover capital programs requiring expenditures in excess of earnings 
retained in the prior year. 

The adoption of this proposal would constitute a partial abandonment of the 
basic theory of corporate management of the Canal as a business enterprise and 
to an objectionable extent would effect a return to the spending-agency type 
of organization relying on annual appropriations. The Canal could be operated 
on that basis, as it was prior to 1951, but the requirement that appropriations 
be obtained to finance all major plant replacement and expansion would to that 
extent reverse the objective of the 1951 reorganization and to a considerable 
degree impair management of the corporation by the Board of Directors in that 
the Board would be deprived of the flexibility intended and needed. No good 
reason for such a change in the present sound law is apparent. 

Adequate control of the capital expenditures of the corporation is maintained 
by Congress through annual review of the Company’s budget program under the 
Government Corporation Control Act. The record of the Company since the 
1951 reorganization discloses the substantial payments that have been made to 
the Treasury of the United States and evidences a reasonably conservative 
funding policy followed by the Board of Directors, which recognizes that as a 
Government corporation the need for cash reserves is less than in the case of 
a private enterprise. 

It is pertinent to note again that the Company reimburses the Treasury an- 
nually for the net cost of Canal Zone Government and for the amount of the 
annuity paid to Panama and in addition pays into the Treasury annually a 
return on the Government’s investment designated by the statute as “interest” 
at rates prescribed annually by the Secretary of the Treasury. During fiscal 
years 1952, 1953, 1954, and 1955 the Company paid into the Treasury an interest 
return on the Government’s investment totaling $33,021,114 and in addition it 
reimbursed the Treasury (or credited against charges for Government toles) 
$41,073,305 for the cost of the Canal Zone Government, and $1,720,000 represent- 
ing the annuity paid to the Republic of Panama. These fixed charges total 
$75,814,419 for the 4-year period. Payments will of course be made into the 
Treasury for fiscal year 1956 and subsequent years. 

In addition, the Company in November 1954 paid into the Treasury a capital 
refundment of $10 million, which is referred to in the statute as a “dividend,” 
and operates to reduce the Company’s interest base. This capital refundment 
was effected under the provisions of existing section 253 upon a determination 
by the board of directors that the $10 million could be considered excess to the 
corporation’s necessary working capital requirements and reasonable foresee- 
able requirements for authorized plant replacement and expansion. 

The Company considers that there is no need or justification for limiting cash 
requirements for capital expansion to 1 year, that such limitation with resulting 
necessity to resort to annual appropriations would seriously deprive the cor- 
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poration of desirable flexibility without any offsetting advantage, and that the 
change would be inconsistent with the theory and purpose of the 1951 
reorganization. 

PROCEDURES FOR CHANGING TOLLS 


Section 8 of the bill would amend section 411 of title 2 of the Canal Zone 
Code, as amended by the act of September 26, 1950 (ch. 1049, sec. 11, 64 Stat. 
1042), which authorizes the Panama Canal Company to prescribe measurement 
rules and rates of tolls. 

Present section 411 authorizes the corporation to change the rules of meas- 
urement and the rates of tolls, with a proviso that 6 months’ notice shall be 
given by publication in the Federal Register during which period a public hearing 
shall be conducted, and with a further proviso that the changes in the meas- 
urement rules or in the rates of tolls shall be subject to and shall take effect upon 
the approval of the President of the United States, “whose action in such matter 
shall be final and conclusive.” 

The substantive changes requiring comment in the subject bill are (1) a new 
requirement that the public hearing shall be conducted “in accordance with the 
Administrative Procedure Act,’ and (2) a repeal of the “final and conclusive” 
character of the President’s approval of any change in measurement rules or 
tolls, and a substitution of a new provision that “the Court of Appeals of the 
Second Circuit shall have exclusive jurisdiction to review the acts of the cor- 
poration under this section and to compel corporate action unlawfully withheld 
or unreasonably delayed.” 

The Panama Canal Company is of the opinion that application of the adju- 
dication and related provisions of the Administrative Procedure Act to tolls 
hearings, and the provisions for judicial review and control, are unsound and 
inappropriate in concept and inconsistent with the nature and necessities of the 
administrative process involved in the fixing of the price to be charged by the 
Government for the use of a service facility owned and operated by the 
Government. 

In section 412 Congress has established the formula for rates of tolls by 
specifying that tolls shall be prescribed at a rate or rates calculated to cover, 
as nearly as practicable, all costs of maintaining and operating the Panama 
Canal, together with the facilities und appurtenances related thereto, including 
interest and depreciation, and an appropriate share of the net costs of operation 
of the agency known as the Canal Zone Government. The legislative history 
of the 1951 Reorganization Act evidences the conclusion that with the estab- 
lishment of the statutory tolls formula, and of adequate business-type accounts 
and financial reporting, which have in fact been accomplished, the actual setting 
of tolls becomes practically a ministerial function to be performed by the oper- 
ating agency. The Company is obligated to maintain a continuous evaluation 
of tolls rates in relation to estimates of cost and of traffic and revenues, from 
the standpoint of whether in terms of long-range trends the rates existing at a 
given time should be maintained or should be increased or decreased as a result 
of the mathematical calculation under the statutory tolls formula requiring 
revenues to cover costs 

The tolls-changing procedure is therefore one properly for institution by the 
Company, from time to time, whenever the Company concludes that changes 
in the tolls rates are indicated and necessary in order for it to conform to 
its fiscal burdens and objectives under the law, and arrives at proposed new 
specific rates of tolls embodying changes either up or down. The tolls-changing 
procedure is not for institution either for the purpose of enabling the Company 
to decide for itself whether a change in rates is indicated or necessary or for 
the purpose of enabling the Company to counteract pressures for changes in 
rates. 

The interest of the users of the canal, about one-third of whom are American- 
flag vessels and about two-thirds of whom are foreign vessels, in the prices 
charged for the services rendered is, of course, recognized by the Company in 
its administration and by section 411 in its provision for a public hearing on 
proposed changes. The public hearing affords the users an opportunity to 
submit full oral or written data, views, or arguments concerning the proposed 
action and it follows that the Company must give proper consideration to all 
relevant data and arguments presented at the hearing before taking final action. 

The policies of the Company and its financial status as bearing upon the ade- 
quacy of the rates of tolls are subject to annual review by the Bureau of the 
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Budget and the General Accounting Office and by the Congress on the basis of 
the annual budget program and audit reports. In the case of specific changes 
proposed by the Company after the required 6 months’ notice and public hearing, 
the broad interests of the United States in terms of national transportation 
policy or otherwise are further protected by {he requirement that the proposed 
changes shall be subject to the review and approval of the President of the 
United States. 

The Panama Canal Company is already an agency within the general coverage 
of the Administrative Procedure Act (5 U. S. Code 1001 et seq.), and the tolls 
fixing or changing process by the Company constitutes “rulemaking” as detined 
by that act. However, as has been specifically confirmed by the Attorney Gem 
eral of the United States, the tolls-changing procedures established by sectioni 
411 of title 2 of the Canal Zone Code, as amended, are subject only to the public 
information requirements and are not subject to the formal rulemaking, adjudi- 
eation, hearing, or judicial review provisions of the Administrative Procedure 
Act which, among other things, excludes such proprietary functions of the United 
States Government. 

The theories and objectives which have subjected the administrative processes 
of Government to the standards and safeguards prescribed by the Administrative 
Procedure Act in formal rulemaking and adjudicatory proceedings do not apply 
to the purely proprietary function of the Government in fixing the price it will 
charge for a service rendered by a utility or business-type activity wholly owned 
and operated by the Government. 

The formal rulemaking with which the act’s requirements for a formal hearing 
and judicially reviewable decision on the record are concerned is agency action 
regulating the future conduct or status of the activities of private persons or 
entities. ‘“Adjudications’” with which the act is concerned involve the deter- 
mination of past and present rights and liabilities and are illustrated by the 
quas judicial functions of administrative or regulatory agencies which control 
or police private activities by, for example, the issuances of cease and desist 
orders in the public interest, or which determine claims for money such as work- 
men’s compensation claims, pensions, or subsidies, or which grant or reject 
licenses, certificates of public convenience, and the like. These administrative 
procedures and their judicial review all concern the activities, rights, or liabili- 
ties of private applicants, claimants, petitioners, or private persons or groups 
of persons whose activities require regulation in the public interest. 

In contrast, the determination of the user charges for a direct Government 
service is not within the theory and scope of the Administrative Procedure Act. 
The determination of the tolls rates is largely a matter of business accounting 
and mathematics under the statutory formula. There is no adjudication involved, 
no quasijudicial function, which requires or is appropriate for judicial review, 
in the administrative determination of whether revenues do or do not meet costs 
and of what, if any, change in rates of tolls is necessary to accomplish or main- 
tain the financial results required by the statutory formula. 

The fixing of a cost-based toll or price charged for allowing a vessel to transit 
the canal is not significantly different in principle from the fixing of Government 
prices for the direct sale by the Government of goods or services produced by 
any other Federal agency in the performance of the various proprietary functions 
of the Government. 

The preceding comments in terms of rates of tolls apply also to rules of vessel 
measurement which are used in the charging of tolls and which are also the 
subject of section 411. 

TOLLS FORMULA 


Section 9 of the bill would amend section 412 (b) of title 2 of the Canal Zone 
Code, as amended by the act of September 26, 1950 (ch. 1049, sec. 12, 64 Stat. 
1042), which prescribes the basis upon which the rates of tolls are established. 

The first sentence of the amended subsection would read as follows (present 
language that would be replaced is shown in brackets and new language is in 
italic) : 

“(b) Tolls shali be prescribed at a rate or rates calculated to cover, as nearly 
as practicable, all costs of maintaining and operating the Panama Canal, together 
with the facilities and appurtenances directly related thereto, including interest 
and depreciation, and [an appropriate] a proportionate share of the net costs 
of operation of the agency known as the Canal Zone Government.” 

It is assumed that the proposed insertion of the word “directly” complements 
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ject bill. It is apparently intended to define the facilities and appurtenances 
related to the canal as being only those “used in actual transit” (the language 
used in the amendment proposed by section 5 of the bill). The objective of the 
amendment is therefore to separate the transit activities from the supporting 
activities for tolls and other fiscal purposes and to require an allocation of general 
corporate charges, with only those allocated to the transit activities to be covered 
by tolls. 

The position of the Panama Canal Company in opposition to the arbitrary 
allocation of joint costs as being unsound in theory and unworkable in practice 
is discussed in detail in the comment on section 5 of the bill and will not be 
repeated here. It is the opinion of the Company that the present law as 
administered by the Company best serves the interests of the United States. 
Under present law the tolls formula is properly and successfully applied to 
the operations of the corporation as a whole so as to require tolls to cover the 
net cost of the entire operation. As a result there has been no need, as there 
would be under the proposed allocation theory, to resort to the appropriation of 
funds from the United States Treasury to pay a portion of the general corporate 
charges that the proposed amendment would require to be arbitrarily allocated 
to essential activities which support the transit of vessels but which by their 
nature cannot either individually or in the aggregate produce revenues sufficient 
to recover all such allocated costs over and above direct expenses. Under the 
“contributory” principle presently applied to such supporting activities, to the 
extent that the financial results of operations of such activities show an operat- 
ing margin over direct costs, including depreciations. They are considered 
as making a contribution in the amount of the excess to the general cor- 
porate charges. This contribution in the aggregate should and does cover 
at least an appropriate share of the net cost of Canal Zone Government. 

The remaining changes proposed by the bill to the tolls statute concern the 
net costs of operation of the Canal Zone Government, which are the only general 
corporate expenses requiring an allocation for tolls purposes under the present 
law. Section 412 (b) now requires that tolls shall cover “an appropriate 
share” of the net costs of operation of the Canal Zone Government and provides 
that in the determination of such appropriate share, substantial weight shall 
be given to the ratio of the estimated gross revenues from tolls to the estimated 
total gross revenues of the corporation (1) exclusive of the cost of commodities 
resold, and (2) exclusive of revenues arising from transactions within the 
corporation, and (3) exclusive of revenues arising from transactions with the 
Canal Zone Government. 

The proposed amendment would eliminate the flexibility involved in the deter- 
mination of “an appropriate share” by requiring that the share of net costs of 
the Canal Zone Government to be borne by tolls shall be a proportionate share, 
to be determined exclusively on the basis of the ratio of the estimated gross 
revenues from tolls to the estimated total gross revenues of the corporation 
(1) exclusive of the cost of commodities resold, and (2) exclusive of revenues 
arising from transactions between divisions of the corporation, and (3) exclusive 
of revenues from transactions with the Canal Zone Government. The first and 
third exclusions are the same as at present, the change being in the second 
exclusion. 

It should first be observed that, consistently with previous comment, the 
Panama Canal Company considers that any statutory requirement of an allo- 
cation of general corporate costs for tolls purposes is unsound. This is particu- 
larly true in the case of Canal Zone Government costs which represent a fixed 
item of general overhead that has no causal relationship whatever with the 
individual business activities of the Panama Canal Company. The second 
sentence of section 412 (b) and the reference in the first sentence to the net 
eosts of Canal Zone Government should therefore be eliminated entirely from 
the tolls statute, with the result that the net costs of the operation of the 
Canal Zone Government, which the Company as a whole would continue to be 
required to bear by section 246 (e) of the Company's charter, would be included 
among the costs of the Company covered by the tolls statute without being 
singled out for arbitrary allocation. 

However, if allocation of Canal Zone Government costs is retained at all, 
operating revenues, to which substantial weight must be given under the present 
law and which would be the sole allocation test under the proposed amendment, 
are the least sound and equitable of all possible bases for allocations of such an 
item of fixed general overhead. As an allocation base for pricing, operating 
revenues are, among other things, redundant in that if the price of any one of the 
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services is too high by other standards, the excessive revenues result in a larger 
allocation of cost to that service and to that extent require or justify the 
excessive price. This observation applies to tolls as well as other user charges. 

The General Accounting Office has characterized the present statutory revenue 
formula as being neither equitable nor practicable. The Panama Canal Com- 
pany agrees with this conclusion and, therefore, the proposed amendment is 
even more objectionable than the present provision which requires only that 
substantial weight be given to comparative gross revenues. The General Ac- 
counting Office has recommended that the Canal Zone Government costs be allo- 
cated exclusively on the basis of gross investment in fixed properties. The com- 
parative gross investment test is also considered unsound, and would not 
constitute any substantial improvement over the comparative gross revenue 
test. 

The basic fact remains that there is general agreement by businessmen, econ- 
omists, and accountants that it is impossible to derive a uniformly equitable 
formula for the allocation of such joint costs. Because of this fact, and because 
the allocation theory is not in the best interests of the United States otherwise 
for reasons previously discussed, the present provisions in section 412 (b) 
concerning Canal Zone Government costs should be eliminated or, if that is 
not done, the unsatisfactory nature of the situation should not be compounded 
by the amendment proposed in the subject bill. 

As in the present law, the proposed amendment would exclude the cost of 
commodities resold and revenues arising from transactions with the Canal Zone 
yovernment in applying the comparative gross revenue formula. However, 
the further provision in the present law that “revenues arising from transac- 
tions within the said corporation” also be excluded would be changed to read 
“revenues arising from transactions between divisions of the corporation.” 

A description of the Company’s management and accounting policies in its 
administrations of the Company’s activities under the present law is covered 
in the detailed comment on section 5 of the bill. That comment includes an 
analysis of the relationship between the Company and the employees of the 
‘anal enterprise in the furnishing by the Company of employee services which 
are essential to the satisfactory accomplishment of the Company’s mission and 
the costs of which are an integral part of the cost of operating and maintaining 
the Panama Canal. 

Employees’ service activities are treated by the Company as “transactions 
within the said corporation” within the meaning of that phrase in present 
section 412 (b) which excludes revenues arising from transactions within the 
corporation from the comparative gross revenues considered in allocating the 
Canal Zone Government costs. It is apparent that the purpose of the proposed 
change in language so as to exclude revenues arising from transactions “between 
divisions of the corporation” rather than “within the said corporation” is to 
require that revenues from transactions with employees, such as from sales 
of goods and services and the rental of employee housing, be included in the 
total gross revenues of the Company in applying the comparative gross revenue 
formula. 

Although the General Accounting Office has expressed a contrary view, the 
7anama Canal Company considers that transactions with employees in the 
operation of the Company’s essential employee service activities are and clearly 
should be excluded from gross revenues for the purpose involved, as being 
revenues arising from transaction within the corporation. Any change in the 
statute on this point should confirm that principle, as contrasted to the pro- 
posed amendment which has the contrary objective of treating revenues from 
employees as revenues which should operate to reduce the share of Canal Zone 
Government costs to be borne by tolls. 

This matter is, of course, pertinent only to an allocation of the costs of the 
Canal Zone Government, and the basic recommendation of the Panama Canal 
Company is that the statute should not require any allocation of such costs 
as between the tolls producing attivities of the Company and its essential 
supporting services. But if allocation is to continue to be involved and a com- 
parative gross revenue test is to continue to be applied, the revenues derived 
by the corporation from employees for essential employee services should con- 
tinue to be excluded from gross revenues for such purpose. Exclusion of such 
revenue should, therefore, either be expressly provided by the statute, or the 
present language excluding “transactions within the said corporation” should 
be retained as a basis for the continue exclusion by the Company of revenues 
from employees for such purpose. 
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CITATIONS IN BILL 

Incidentally the citations throughout the bill to sections of the Canal Zone Code 
are practically all incomplete. For example, section 1 of the bill, in referring 
to “section 245 of the Canal Zone Code” should instead refer to “section 245 
of title 2 of the Canal Zone Code,” as added by the act of June 29, 1948 (62 
Stat. 1075), and amended. 

The Cuarrman. Do you wish to read this statement ? 

Governor SEYBoLD. Yes, sir. 

Mr. Chairman and members of this committee: I appreciate the 
opportunity to appear before you and present the views of the Panama 
Canal Company and Canal Zone Government on S. 2167. That bill 
would change existing law by transferring the Panama Canal enter- 
prise to the Department of Commerce, by substituting a new form of 
management, and by amending the statutory formula for establishing 
tolls for the use of the canal. The existing law is set out in the 
Panama Canal Company Act of June 29, 1948, and Public Law 841 
of the S1st Congress, approved September 26, 1950. Both of these 
acts were passed after extensive hearings in both houses of Congress— 
in the Senate by the Committee on Armed Services and in the House 
by the Committee on Merchant Marine and Fisheries. 

A detailed report on S. 2167 has been furnished to the committee and 
I ask that that report be incorporated in the record. This morning I 
propose to summarize that report and discuss the basic issues involved. 


TRANSFER TO THE DEPARTMENT OF COMMERCE 


The first two sections of the bill would remove our present organi- 
zational tie with the Secretary of the Army as representative of the 
President of the United St: ites and, instead, would place the Panama 
Canal Company in the Department of Commerce, the Secretary of 
which would be the statutory “stockholder” of the corporation. Other 
amendments in the bill have the effect of depriving the so-called stock- 
holder of any specific statutory function. U nless that ambiguity was 
intended, some clarifying revision seems indicated. 

The Cuamrman. General, would you prefer to read your statement 
or let me interrupt you as vou go along? Whichever you wish is all 
right with me. 

Governor SrysBoLtp. What ever the Chairman prefers. 

The Cuarrman. I will try not to interrupt. I think you are cor- 

rect there, that there should ‘be some language clarifying that, amend- 
ments havi ing the effect of depriving the so-called stockholder of « any 
specific statutory function. 

Governor SryzBotp. However, apart from such results, sections 1 
and 2 of the bill probably reflect a theory that whatever organization- 
al tie the corporation has to the Chief Executive should be with the 
Secretary of Commerce as head of the Department of Commerce 

rather than with the Secretary of the Army as representative of the 
President of the United States, as at present. 

As opposed to such theory, the canal administration recommends 
that the present arrangement is in the best interests of the canal en- 
terpr ise and of the United States and that transfer to the Department 
of Commerce or another Department would not be advantageous or 
serve any superior purpose. 
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Although past practice is not controlling, it is pertinent that the 
President has alw ays exercised his general supervisory authority over 
the canal enterprise through the Secretary of the Army—formerly 
Secretary of War. It was so provided in 1904 at the beginning of canal 
construction, again in 1914 when the permanent or ganization of the 
Panama C anal \ was established, again in 1946 by, Executive Order No. 
9746, and reaffirmed as recently as February 7, 1955, by Executive 
Order No. 10595 which continues the delegation of general supervision 
over the administration of the Canal Zone Government paralleling the 
designation of the Secretary of the Army as “stockholder” of the 
Panama Canal Company as reincorporated in 1948. 

The primary mission of the Panama Canal enterprise is to operate 
and maintain a waterway for the transiting of ships from one ocean 
to the other and this primary mission has the dual purpose of serving 
both national defense and interoceanic commerce. Which of the two 
purposes is the more important is an unnecessary and fruitless ques- 
tion. Although the civilian and commercial character of the operation 
of the w aterway in peacetime is obvious, the importance of the canal 
and its defense in time of war and the necessity for peacetime prepara- 
tion for such defense are equally apparent. 

Congress has recognized the necessity for integrated control of the 

canal enterprise as a defense oper ation in time of war by providing 

that during such periods the President may designate an officer of the 
Army w ho shall have exclusive authority and jurisdiction over the op- 
eration of the canal and all its adjuncts including the entire control 
and government of the Canal Zone. This authority was exercised 
during both World War I and World War II. It is important that 
the peacetime operations of the canal enterprise, although predomi- 
nantly civil in character, should be coordinated with the ultimate pur- 
pose of being best adapted to the defense of the canal in time of war. 

The CuatrmMan. I think we can save time, General, in our thinking 
or questioning, and your thinking. I think you must agree with me 
that during time of war this would happen again anyway, whether the 
bill was passed or whether it was not passed / 

Governor SrysBotp. That is correct. 

The Cuarrman. We are dealing now with the operation in peace- 
time. I must say so-called peacetime. 

Giovernor Srypoip. Yes, sir. 

It is considered that the necessary coordination between peacetime 
anticipation of conditions to be met in wartime and military plans for 
defense can best be accomplished under the present arrangements 
whereby executive supervision is vested in a single official, the Secre- 
tary of the Army, who has requisite top level authoriy over both the 
military and civilian components of the canal enterprise. 

Unnecessary confusion and ambiguity in responsibilities might 
arise if peacetime supervision of the canal operation were placed in 
the Department of Commerce with the resulting split of authority 
and responsibility at the Washington level as between the military 
and civilian aspects of the canal enterprise and with the inevitable 
continued need for transfer of control to the desirable continuity of 
interest, authority, and responsibility throughout periods of war and 
peace, 


75182—56——6 








78 PANAMA CANAL 


Although the proposal is not new, no persuasive reasons have been 
advanced for a transfer of supervision to the Secretary of Commerce. 
The Panama Canal is not a transportation activity of the Government 
of the kind with which the Department of Commerce is otherwise 
concerned. And the canal is not involved in the formulation or im- 
plementation of national transportation policies in general, except 
perhaps in the field of the rates of tolls to be charged for the use of 
the canal. On the latter point, the formula for rates of tolls is pre- 
scribed by the Congress and in the application of the formula all 
changes in rates of tolls are subject to the approval of the President 
of the United States. 

The Cuatrman. I think right there Congress ought to assume some 
responsibility for this, too. Congress could provide a formula for 

rates of tolls and make it a law, right now. 

Governor SEYBOLD. Yes, sir. 

The CuarrMan. It wouldn’t have to go to the President or anybody 
else. 

Governor Seyboup. If that is the desire of the Congress. 

The CnHarrman. You pose a question, maybe if the private shipping 
operators are dissatisfied with the amount of tolls, Congress ought to 
take the bull by the horns and prescribe them and get it over with. 

Governor Srysorp. I can’t speak the will of Congress, sir. 

The Cuairman. We have responsibility in this, too. We shouldn’t 
shirk that. 

Governor Srysoup. I think that is included in 841. 

The legislative history of the tolls statute confirms the provision 
for approval by the President of the rates of tolls and is intended to 
provide any necessary coordination with national] transportation 
policies. 

In discussing the canal much is frequently said of the commercial 
aspects of the enterprise, and I suppose the mere terminology influ- 
ences the suggestion that the organizational tie should be with the 
Department ‘of Commerce. Yet very little if anything can be said to 
demonstrate that the canal under its time-tested present organization 
has not been administered in an economical and eflicient manner. I 
think it important, in appraising these proposals, that we bear in mind 
that they originate with, and are presumably intended to benefit, 
specific speci: al interests. While the organizational effect of this and 
related proposals in the bill are of consequence to the canal adminis- 
tration, they do not affect or change canal operations, nor do they 
solve or change the fiscal and other problems that would still be for 
consideration “by the Congress on the basis of conflicting interests, 
regardless of what oftic ial or Department in Washington 1s assigned 
responsibilities concerning the canal. 

The operation of the canal and the government of the Canal Zone 
are not dominated by the military. Traditionally the Governor of the 
Canal Zone, who is also President of the Panama Canal Company, has 
been appointed by the President of the United States, with the advice 
and consent of the Senate, from qualified senior officers of the Corps of 
Engineers of the United States Army. <A few of the other officials of 
the canal organization have also been assigned from the military, 
principally the lieutenant governor and the engineering and construc- 
tion director from the Corps of Engineers and the marine superintend- 
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ent from the Navy. Experience has proved that in view of the pre- 
dominantly engineering character of the major canal activities and 
the necessary close coordination required with the Army and Navy, 
this use of Army and Navy personnel is highly advantageous to all 
concerned. 

The Cuarrman. Is there any civilian aboard ? 

Governor SryBoip. Yes, sir. 

The Cuatrman. I mean on the Board ? 

Governor SryBotp. The Board of Directors ? 

The Cuairman. Yes. 

Governor Seynotp. Yes, sir. If you would care to, I will submit 
the list of the Board. 

The Cuatrman. Mr. Mayer testified. Is it correct as to what he 
testified ? 

Governor SryBoip. Let me read the members of the present Board. 

The CuHatrmMan. How many are there? 

Governor Sryso._p. Thirteen. Mr. Roderick, who is the Assistant 
Secretary of the Army; Mr. Coleman Andrews, who I am sure you 
know, ex-commissioner. 

The Cramman. He is government ? 

Governor Srypoip. No, sir. 

The Cuarrman. He is down there because of the internal revenue 
aspects, isn’t he ? 

Governor Srysoip. No, sir. He was on the Board before he was 
ever appointed to that position. Now he has resigned and is back in 
private work. 

The Cuairman. But he isstill on the Board ? 

Governor Srypoip. Yes, sir. Mr. John Blaffer, of Houston; Mr. 
Robert P. Burroughs, of Manchester, N. H.; Mr. Ralph H. Cake, 
Portland. 

The Cuarrman. I know Ralph. 

Governor Srypotp. We have two ex-Governors, Major General 
Egerton, retired, and Major General Schley, retired ; and we have Mr. 
T. H. Maenner, of Omaha; Mr. John Martyn, his administrative as- 
sistant; Mr. Howard Petersen, president of Fidelity Philadelphia 
Trust Co.; Mr. Charles S. Reed, of Omaha; and myself and the Secre- 
tary of the Army, Mr. Brucker. 

The Cuairman. What authority does the Board have? 

Governor SryBoip. I report to them for all operation of the Panama 
Canal Company. 

The Cuairman. I mean as to what you are doing in the operations? 

Governor Srynotp. The management of the corporation is vested 
in the Board of Directors. 

The Cnatmrman. That is the commercial activities ? 

Governor Srysoip. The Panama Canal Company. 

The Cuairman. And you report to them just like a president would 
report to the board of directors of a corporation ? 

Governor Seypoip. Yes, sir. 

The Cuarrman. What authority do they have? Authority to make 
all decisions? 

Governor Srypoip. And set all policies. 

The CuatrMan. How often do they meet ? 
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Governor Srysoip. Four times a year at least. ‘Then the executive 
committee would meet, I would imagine, at least that often, and special 
committees further. 

The Cuairman. Now get down to the operating organization. Is 
that mainly Army ¢ 

Governor SryBoup. No, sir. Practically very, very little service at 
all. We have 23 officers, of which 14 or 15 are medic: ul officers. There 
is myself, the lieutenant governor, the head of the engineering bureau, 
one assistant that he has, two port captains, and the head of the marine 
bureau. 

The CHairman. And the rest.are civil employees of the Army ? 

(Jovernor SEYBOLD. No, sir. 

The Cnatrman. Of the Panama Canal Company 4 

Governor Srypotp. Yes, sir: and Governor. There is no tie-in 
with the Army as such. 

Mr. Brucker acts as a person, but not as an Army officer officially. 

The CHarrMANn. Mr. Sinclair points this out: 

The Canal Company Board members are appointed by and serve at the 
pleasure of the Seretary of the Army; he himself serves as a Board member; 
the Governor and Company president has always been a high ranking Army 
officer; most of the principal subordinates are usually officers of the Armed 
Services, assigned by their respective agencies for terms of 3 to 4 years, and 
the Board was in large part constituted in recent years, 1952 and 1953, by 
retired generals, former governors, or lieutenant governors of the zone, the 
Secretary of the Army, an Army Under Secretary, and administrative assistant 
in the Office of the Secretary of the Army, a former Secretary of the Army, 
a former Chief of Engineers. 

That doesn’t coincide exactly with your board list. 

Governor SryBoip. That has been somewhat changed. He said a 
former Secretary of the Army. I think he refers to Mr. Peterson. 
And they spoke about, I think, the principal other officers of the 
Company being service people. That is incorrect, because the prin- 
cipal operating officials of the Company government are not. They 
are civil service career people. 

The CHairman. These facts speak for themselves. 

We will put your list of the members in the record. 

(The list referred to above is as follows:) 
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MEMBERS OF THE BOARD OF DIRECTORS OF THE PANAMA CANAL COMPANY 


Hon. George H. Roderick, Chairman, Assistant Secretary of the Army (CMA), 
Washington 25, D. C. 

Hon. T. Coleman Andrews, Commissioner of Internal Revenue, Washington 25, 
D. C. 

John H. Blaffer, Commerce Building, Houston, Tex. 

Robert P. Burroughs, 1015 Elm Street, Manchester, N. H. 

Ralph H. Cake, 411 8. W. Sixth Avenue, Portland, Oreg. 

Maj. Gen. Glen E. Edgerton, President, Export-Import Bank, Washington 25, DC. 

T. H. Maenner, 808 City National Bank Bldg., Omaha 2, Nebr. 

John W. Martyn, Administrative Assistant to the Secretary of the Army, 
Washington 25, D.C. 

Howard C. Petersen, president, Fidelity Philadelphia Trust Co., Philadelphia, 
ra. 

Charles 8S. Reed, 940 First National Bank Bldg., Omaha 2, Nebr. 

Maj. Gen. J. L. Schley, 2815 Dumbarton Avenue NW., Washington, D. C. & 

J.S. Seybold, President, Panama Canal Company, Balboa Heights, C. Z. fc 

Hon. Wilber M. Brucker, Secretary of the Army, Washington 25, D. C. 
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Governor Srysoip. The President has expressly confirmed that the 
Secretary of the Army, in performing functions as supervisor of the 
Canal Zone Government Administration and as “stockholder” of the 
Panama Canal Company, acts independently as the President’s repre- 
sentative rather than as head of the Department of the Army. 

It has been my experience in the 4 years that I have been there that 
this has been meticulously followed by all the Secretaries that I 
have worked with. 

The management of the corporation is vested by law in the board 
of directors, who are appointed by the Secretary of the Army in his 

vapacity as “stockholder.” By careful attention to the background 
and experience of appointees, the stockholder has been able to ob- 
tain a working board composed of outstanding business and profes- 
sional men and Government officials capable of directing the affairs 
of the corporation on a sound business asi. The representation of 
the military on the board, and the interest of the military in the ad- 
ministration of the canal enterprise, are a natural and desirable re- 
sult of the need for coordination necessary for effective achievement 
of the dual purpose of the waterway. 

Management of corporation: Another organizational proposal of 
considerable concern is contained in section 4 of the bill which would 
substitute an entirely different plan of management. 

The present law vests the management of the corporation in a 
board of directors consisting of not less than 9 nor more than 13 
persons who are appointed by and hold office at the pleasure of the 
“stockholder.” The directors receive no salary for their services on 
the board but receive travel and subsistence expenses in connection 
with attendance at meetings of the board or in connection with the 
time spent on special service of the corporation. The present sec- 
tion provides that the Governor of the Canal Zone shall be a director 
and president of the corporation. He is therefore the executive oper- 
ating head of the corporation, management of which is vested in the 
board. 

The proposed amendment would eliminate all reference to a board 
of directors, the Governor of the Canal Zone, and the stockholder. 
The management of the corporation would be vested in a single admin- 
istrator who would be assisted by a deputy and a seven-member ad- 

visory board. The administrator, the deputy, and the seven members 
of the advisory board would be appointed by the President of the 
United States by and with the advice and consent of the Senate. 

The reorganization of the Panama Canal Company by the act of 
September 26, 1950, effective July 1, 1951, was the result of comprehen- 
sive studies by the Bureau of the Budget and other interested agencies 
and extensive congressional hearings based on that st udy and the rec- 
ommendations of the President. With the unanimous support of all 
concerned, Congress provided for the administration of the business- 
type activities of the canal enterprise under the corporate form of 
organization that has been so suce essfully used for the conduct of busi- 
ness in the United States. An essential part of the corporate form 
of business activity as developed in the American business community 
is a board of directors which brings to the management of the com- 
pany the benefit of the experience and varying points of view of a 
group of men who frequently are associated in the same capacity with 
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a number of business operations and are in a position to make some 
special contribution to the management of the corporation. 

Inasmuch as the Panama Canal Company is an activity of the Fed- 
eral Government, the Board of Directors of the Company includes 
men with experience in the Government as well as directors whose 
background is primarily that of private business. The company has 
been fortunate in the ability of the stockholder to induce qualified 
men with recognized stature 1n the business community and in Govern- 
ment to serve on the board. 

A full membership of 13 directors has been maintained at all times, 
except for minor time lags in the filling of vacancies. The members 
of the board have devoted a great deal of time and energy to the 
development of sound policies governing the management of the 
company’s activities. The board meets regularly both in the United 
States and in the Canal Zone and sends subcommittees to the Canal 
Zone as necessary. 

In common with the usual form of corporation organization, the 
present law contemplates that the president of the corporation shall 
be the executive head who is responsible for the operation of the 
company within the framework of the policies prescribed by and sub- 
ject to the directives of the Board of Directors in which management 
is vested. The executive head of the agency resides in the Canal Zone 
and is charged with the responsibility for the day-to-day operations 
of the company. 

A most important feature of the present organization is that the 
Governor of the Canal Zone is the president and therefore the execu- 
tive operating head of the corporation. This arrangement is highly 
desirable if not essential for the required coordination and, as a prac- 
ical matter, the integration of the Canal Zone Government and the 
Panama Canal Company. These two entities are closely interrelated 
physically and in organization, purposes, and oper ration. Together 
they comprise the civ ‘lian Panama Canal enterprise as a whole. 

Other systems of management and organization could, of course, 
be made to work, inc ‘luding the one proposed in the subject bill. 
However, it is the opinion of the Governor of the Canal Zone and 
of the Panama Canal Company that the proposed change to a single 
Administrator with an Advisory Board would involve definite disad- 
vantages without offsetting advantages over the traditional corporate 
form which Congress so Tecently adopted after careful study and 
which has worked so successfully in the 4 years it has been in 
operi ation. 

One important disadvantage of the proposed single administrator 
system would be the divorcing of the management and operating 
authority of the Company from the administration of the Canal Zone 
Government by the Governor. This, as I view the problem, is practi- 
cally impossible. These two agencies are so closely related and inter- 
dependent that a separation of their administration would be costly 
and inefficient and conducive to administrative controversy. The 
present arrangement permits the maximum desirable coordination 
and integration of the governmental and business activities which 

comprise “the canal enterprise as a whole. 

The use of the present form of management vested in the board 
of directors with operating responsibility administered by the Gov- 
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ernor-President is justified not only in theory but in the light of the 
practical results since the reorganization in 1951. In terms of finan- 
cial results of operation and efficiency and economy generally, includ- 
ing the effective utilization of personnel, the 4 fiscal years of operation 
since the reorganization have been conspicuously successful. No 
management or other problems have developed which in any way 
reflect on the judgment of the Congress in establishing the present 
form of management. Since the 1951 reorganization the canal enter- 
prise, including the Canal Zone Government, has operated on a 
completely cients basis without any appropriations of funds 
to the Company for either oper ations or capital requirements, and with 
the net cost of operation of the Canal Zone Government fully reim- 
bursed by the Company to the Treasury out of Company revenues. 

During fiscal years 1952, 1953, 1954, and 1955, the first 4 years of 
operation, the net income of the C ompany, after payment of all costs 
including reimbursement to the Treasury for interest, the annuity 
to Panama, and the net costs of operation of the Canal Zone Govern- 
ment, has totaled $13,554,260. 

The Cuatrman. Do you pay that annuity in dollars? 

Governor Srysoip. Yes, sir. 

The CuatrmMan. Not in "vold? 

Governor SryrBoip. No, sir. 

The Cuatrman. Is that annuity the amount of the original treaty, 
or is there added to that the amount that was stated here previously / 

Governor SEYBOLD. It is $430,000. 

The financial statements for fiscal year 1956 also will re port a net 
income under current estimates. During fiscal year 1955 the Company 
paid into the United States Treasury out of its accumulated surplus a 
capital refundment of $10 million, referred to in the statute as a 
“dividend.” During these fiscal years traflic through the canal has 
been the highest on record and the Company has performed its pri- 
mary mission of the transiting of ships from one ocean to the other 
most successfully, while at the same time, through efficiencies and 
economies, reducing personnel by over 24 percent, from about 19,300 
employees in 1951 to 14,400 currently. 

The CuairmMan. Is that because there have been some activities 
closed out ? 

Governor SEYBoLD. Only in one respect, and that is we are now 
utilizing more contracts in construction work and maintenance. 

The CHairman. That isn’t because activities that were there prior 
to 1951 had been closed out ? 

Governor SEYBOLD. No, sir. 

The Cuamman. Does that include the Panama Ship Company ? 

Governor SryBoLp. Yes, sir. 

The Cuamman. How many employees are in there, approximately ? 

Governor Srynoip. I think there are probably about 540 or so. 

The CHarrmMan. Running the three ships? 

Governor Srynoip. No. That is incorrect. The number I gave 
you, the total number of personnel that is in the United States, would 
include Mr. Whitman’s office and it also includes our procurement 
office and quite a number of the auditing group in New York. I think 
our ships carry about 150, 

The Cuarrman. Each? 
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Governor Sernoip. Yes, sir. Of course they are combined pas- 
senger-freight, ships. 

The Cuarmman. Yes, I know. 

Governor Srypovp. In summary, the Company has benefited greatly 
from the individual and collective views of the members of the 
Board of Directors under the present arrangement and feels that its 
potential contributions to efficient and economical operation are 
greater than that of a single administrator and advisory board. 
Experience provides no reason for a change, but rather points to con- 
tinuance of the present form of management. 

The CuairmMan. Before you get to the next subject: Your recom- 
mendations here are, as I see them, contrary to the recommendations 
of the Bureau of the Budget / 

Governor Sernoip. I don’t know that that is entirely correct. I am 
not fully familiar, Mr, Chairman, with all the recommendations of 
the Bureau of the Budget. 

The Cuairman. In effect what they say—and we will put it in the 
record—is that the Panama Canal and Panama Railroad Company 
should be included with other major nonregulatory transportation 
agencies which the Commission on Organization of the Executive 
Branch of the Government has recommended be grouped together 
under the Secretary of Commerce. It is essential that the Panama 
Canal policies be coordinated with the objectives of the national trans- 
portation policy and such coordination can best be achieved through 
supervision by the Secretary of Commerce. 

Staff facilities already exist in the Department which could be de- 
veloped to furnish necessary assistance to fulfill this responsibility. 
Then they go on to say: 

In addition the Department of Commerce is constantly engaged in studying 
business problems and is consequently in an excellent position to provide valuable 
assistance. The historical reasons for placing the Panama Canal under the 
Secretary of War’s supervision no longer applies. The construction stage of 
the canal’s operation has long since been completed and the Department of the 
Army is no longer the agency charged with the responsibility of the Territories 
and island possessions. 

In other words, they recommend that the supervision be transferred 
by the Army to the Secretary of Commerce. I think we are agreed 
with their last statement. They say: 

In time of war, or when war is imminently threatened, the Panama Canal 
could be placed under military supervision and control as now provided by the 
Panama Canal Act. 

Governor Srypoip. | would like to go back to the statement and 
point out, Mr. Chairman, that I believe you were reading extracts from 
Document 460, the 8ist Congress, dated January 1950, 

The Cuatrman. A House document, yes. 

Governor Srrsoip. I would make this statement and I think I am 
fairly well correct in it: That I doubt whether the views of the Bureau 
of the Budget now conform to what you read, and what they stated 
in 1950. 

The CuairmMan. If they are not correct they are excerpts from the 
Bureau of the Budget witha which was transmitted to Congress. 

Governor Sersoup. In 1950. 

The Cuarman. Yes. 
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Governor SrygBoup. I believe they don’t hold any more, Mr. Chair- 
man. 


The Cuarrman. Have we heard from the Bureau of the Budget? 

Mr. Bourson. No, sir. 

The Ciaran. They will have to change their position then. 

I understand too, on this organization situation, that it would be 
somewhat contrary with the General Accounting Office audit report 
for 1953 ? 

Governor SEYBOLD. Yes. 

The Cuamman. They would be contrary, not in every respect. but 
they would be contrary / 

Governor SryBoip. Yes, sir. 

The Cuarrman. And they also would be contrary to the suggestions 
made to the Senate Committee on Government Operations by that staff 
memorandum, which wouldn’t be at as high a level, of course. 

Governor SeyBo_p. We are not familiar with that. 

The CuatrMan. They point out about the same thing. I don’t 
know whether the Hoover Commission has passed on this or not. We 
will find out. The Hoover Commission did recommend that you close 
up the shipping company, didn’t they ? 

Governor Srysotp. No, sir. 

The Cuarrman, Didn’t they? 

Governor Srypoip. No, sir. 

The CuarrMan. What did they recommend ! 

Governor Srysoup. I think the task force did, but the Hoover 
Commission did not. The report itself—not the task force—recom- 
mended greater utilization by some of the Armed Forces, I believe. 

The Cuatrman. As I recall it, they did say that in any event you 
could operate that line with 2 ships rather than 3, didn’t they ¢ 

Governor SEYBoLD. No. 

The Cuamman. I thought I read that. GAO said that and not 
Hoover, I believe. 

Mr. Wuirman. GAO said that. 

The Cuarrman. That is more a matter for your appropriation than 
it is for this discussion. 

I am killing two birds with one stone here today, so I won’t have 
to do so much work in appropriations. 

The Cuarrman. Now we come to excess funds of the corporation. 
The bill, to put this in focus, here provides that those excess funds 
must be paid in yearly, and you have something to say about that. 

Governor SeyBotp. Yes, sir. 

Another significant amendment that would weaken the sound man- 
agement concepts of the present law is contained in section 7 of the 
bill concerning the capital refundment to the Treasury of excess funds 
of the Panama Canal Company. 

Jnder present law the company pays into the Treasury as divi- 
dends or capital refundments such funds as it has that are excess of 
its working capital requirements together with reasonable foreseeable 
requirements for authorized plant replacement and expansion. The 
proposed amendment would limit these requirements to only the 1 
fiscal year following each annual appraisal of requirements. 

Under this amendment, the corporation would be required to resort 
to annual appropriations to cover capital programs requiring expendi- 
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tures in excess of the limited earnings permitted to be retained in the 
prior year, instead of retaining the cash necessary to finance require- 
ments for major long-term capital construction and replacement 
programs. 

The company considers that there is no need or justification for 
so limiting the cash requirements for capital expansion to 1 year. 
The resulting necessity to resort to annual appropriations would 
seriously deprive the corpor ation of desirable flexibility without any 
offsetting advantage. The change would be inconsistent with the 
theory and purpose of the 1951 reorganization, to the extent that it 
would effect a return to the spending agency type of organization 
relying on annual appropriations. 

The Cratrman. In that case, and I don’t know, and I ask this ques- 
tion for information: Are other Government corporations required 
to pay in yearly / 

Governor SEYBOLD. Not to my knowledge. 

The Cuamman. What about the Virgin Islands Corporation ? 

Governor SrysBoip. I don’t know. 

The Cuarmman. I don’t know, either. We will find that out. 
What this would mean is that you — have to, in practical effect, 
whatever you made in a given year, put in the Treasury. Then 
whatever you wanted to do you soak have to come up here and tell 
us about it. 

Governor SryBoip. That is correct. 

The Cuamman. You don’t want to do that every year? 

Governor SryBoutp. Oh, no, definitely no, because I think that then 
you go away from the corporate thought of the efficient operation 
of the canal. 

The Cuairman. You think that would be less efficient ? 

Governor Srypoitp. I think so. I think it would make a great deal 
of difference in our forward programing of the operation of the 
canal. I think the Senator understands, 

The Cuarrman. I must say that most Government operations, 
corporations, or otherwise, must operate on that basis, to come up 
here yearly. But in fairness, we have deviated in some cases, par- 
ticularly in defense contracts where they must pay their money in, 
but we have given them contractual authority to make some long-term 
planning. 

Governor SrysBoip. Of course we appear before you every year as 
you well know, sir. The control of our budget has been quite rigorous. 

The Cuarrman. Yes, the Senator from Louisiana always has some- 
thing to say about it. 

Governor Srysoup. And the House is pretty 

The CuairmMan. Continue, please. 

Governor Srysoitp. The canal could be operated on that basis, as 
it was prior to 1951, but in our opinion the 1951 reor ganization law 
is sound in this respect and there is no good reason “for a change. 
Adequi ite control of the capits il expenditures of the corporation can 
be and is maintained by Congress through annual review of the Com- 
pany’s budget program under the Government Corporation Control 
Act. 

A review of the Company’s records since 1951 discloses the substan- 
tial payments that in fact have been made to the Treasury and dis- 
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closes that the company has followed a reasonable and conservative 
funding policy which recognizes that as a Government corporation 
the need for cash reserves is les than in the case of a private enterprise. 

In the four complete fiscal years since the 1951 reorganization the 
Company has paid into the Treasury fixed charges totaling $75,814,- 
419, covering interest, Canal Zone Government costs, and the : annuity 
to Panama. In addition, during fiscal year 1955 the Company paid 
into the Treasury a capital refundment of $10 million which is re- 
ferred to in the statute as a dividend and operates to reduce the Com- 
pany ’s interest base. 

The Cuairman. Right there, again I regret this but it just can’t 
be helped. Your statement will be somewhat longer and I have some 
questions which will take not too long, but will take longer than we 
can go on here tonight. 

Off the record. 

(Discussion off the record.) 

The Cuarrman. We will recess until tomorrow afternoon at 1:3 
o'clock, in room 155, Senate Office Building. 

(Thereupon, at 5:05 p. m., the committee was adjourned, to recon- 
vene at 1:30 p. m., Wednesday, March 21, 1956.) 
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WEDNESDAY, MARCH 21, 1956 


Untrep States SENATE, 
COMMITTEE ON INTERSTATE AND ForEIGN CoMMERCE, 
SuBcOMMITTEE ON MercHant Marine AND FISHERIES, 
Washington, D. C. 

The committee met at 1: 30 p. m., in room G-16, United States Capi- 
tol, Hon. John M. Butler presiding. 

Present: Senator Butler. 

Also present: A. J. Bourbon, professional staff member. 

The Cuarrman. The subcommittee will come to order. We will 
now continue with the testimony of Governor Seybold. 


STATEMENT OF HON. J. S. SEYBOLD, GOVERNOR OF THE CANAL 
ZONE AND PRESIDENT, PANAMA CANAL COMPANY—Resumed 


Governor Srysouv. I will continue with the statement beginning 
with the background re tolls on page 9 of my statement. 

Before proceeding to a discussion of certain provisions of the bill 
concerning tolls and concerning costs of the canal enterprise, some 
brief background comment may be helpful. 

Public Law 841 contains a formula for tolls for the use of the canal, 
the nature of which I will discuss later. The law provided for con- 
tinuance in effect of the then current rate of tolls, which had been 
established in 1937, until new rates were established by the Company 
and approved by the President. The 1937 action was an adjustment 
resulting from changes in vessel measurement rules, without much 
net effect on the tolls paid per ship. Actually tolls paid by a vessel 
remained about the same as when the canal opened in 1914. At the 
time of the enactment of the law in 1950 it was generally assumed that 
tolls would be increased. However, as a result of economies in opera- 
tion and increased volume of traffic the Company has so far been able 
to operate the canal on the basis set out in the law without an increase 
in tolls. 

In the meantime a segment of the steamship operators using the 

canal evolved a theory so which it was asserted that the formula 

incorporated in Public Law 841 required a decrease in tolls. The 
Company does not regard that theory as a proper construction of the 
existing law. 

In November 1955, a group of steamship operators filed a suit in the 
United States District Court for the Southern District of New York 
based on their theory. Counsel for the plaintiffs has stated thet 
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“The action has been brought against the Panama Canal Company 
to compel it to reduce tolls.” In addition the shipowners seek to 
recover $27 million paid in tolls during fiscal years 1952, 1953, and 
1954, and corresponding amounts for subsequent periods. A motion 
to dismiss the suit has been filed by the Department of Justice. 

The theory on which the suit was brought against the Company to 
compel it to reduce tolls is now incorporated in S. 2167, and represent- 
atives of some of the same companies who brought the suit are appear- 
ing at this hearing in support of the bill. Basically the issue here is 
whether or not the statutor y tolls formula should be amended to pro- 
vide lower tolls for vessels using the Panama Canal, two-thirds of 
which are foreign-flag vessels, bea aring in mind that such lowering of 
tolls can only be done at the expense of the general United States 
taxpayer. 

ALLOCATION OF COSTS 


The basic theory which is relied on in the tolls suit to bring about a 
reduction of tolls is found in section 5 of S. 2167, concerning ‘activities 
of the Panama Canal Company which, although necessary to the 
accomplishment of the Company’s primary mission to transit ships 
through the canal, are nevertheless not directly used in the actual 
transit. 

Under the terms of section 5 each of such nontgansit activities would 
be required to be self-supporting. To meet the requirement that it be 
self-supporting, each supporting facility would be required to recover 
all costs of overhead, maintenance and operation, depreciation, inter- 
est on investment, and a proportionate share of the net cost of the 
Canal Zone Government. 

Later in the bill another proposed amendment to the tolls statute 
has the same objective of separating the direct transit activities from 
the supporting activities for tolls and other fiscal purposes, 

The principal substance of the proposed change lies in the intent 
that the general corporate charges of the Company should be allocated 
throughout the activities of the C ompany and that only the portions 
directly allocated to the actual transit operation may be covered by 
tolls. The general corporate charges involved are interest, Canal 
Zone Government costs, and general and administrative expenses, 

The net result of such an allocation would be to construct so-called 
“losses” or deficits on most of the essential supporting activities, which 
losses would have to be borne by the United States Treasury and not 
by the users of the canal. 

The mere statement of this result makes evident its inconsistency 
with the intent of Congress in the 1951 reorganization that the canal 
enterprise as a whole should operate on a self-sustaining basis. 

The supporting activities involved are characterized by the bill itself 
as being necessary to accomplish the major objective of the Panama 
Canal Company. If they are necessary, then they must be operated 
whether or not they are self-supporting. 

If losses result because of an arbitrary assessment of certain general 
expenses over and above direct costs, then, still bearing in mind that 
the activity is necessary to the canal operation and therefore cannot 
be discontinued, there is certainly reason to question the merits of a 
proposal that the general taxpayers, rather than the canal users, should 
pay such necessary costs. 
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The proposed allocation of general corporate charges to each of the 
supporting activities is similar to the recommendation of the General 
Accounting Office that such allocations should be made under present 
law. However, that oflice further stated that such an allocation would 
result in the supporting activities being operated at so-called “losses.” 
They cannot be made self-supporting on such an arbitrary basis. The 
General Accounting Office therefore expressly stated its belief that 
all losses from operating business-type activities necessary to support 
the canal activity, directly or indirectly, should be recoverable through 
tolls, and so recommended to the Congress. 

I feel that I should emphasize again at this point that these sup- 
porting activities cannot possibly pay their own way if loaded with 
the allocated general corporate charges involved. They could not in 
the aggregate recover the added costs by increased prices. 'To the ex- 
tent that economic factors would permit prices to be raised, the increase 
would be passed on to the users of the services involved. This means 
for one thing that the increased costs would in large part pass right 
on to the canal activity itself as a dominant user of water, power, and 
other services of the supporting activities. And it means that if 
passed on to employees as individual users of Company services a 
point would immediately be reached where higher wages would be 
necessary to meet the increased costs to employees. 

I think the Senator will realize that our statement is directed at 
the original bill and not at a bill that was stated by the chairman 
to be a cleaned-up bill. So that some of the statements that I make 
here may have been changed by a newly submitted bill which is not 
published yet, and we reserve the right to answer that later. 

Senator Burier. Fine. We will see that you get a copy of that 
immediately and will have an opportunity to answer it. That will 
be made a part of this record. 

Governor Srypoip. The ultimate fact remains constant that what 
these supporting activities support is the maintenance and operation 
of the canal itself, and nothing else. If that is kept in mind—if it 
is always recognized that this is a single-mission enterprise—the 
transit of ships through the canal—and there is clearly defined the 
dominant issue of whether a proposed shift of financial responsibility 
to the general taxpayer is not an unwarranted subsidy to the ships 
using the canal, only one-third of which are of American registry. 

The Panama Canal Company considers the pro rata allocation of 
general corporate charges throughout the corporation’s activities is not 
required by present law, is not practical or workable, and would 
work a result inconsistent with the intent of Congress in reorganizing 
the canal enterprise to operate on a self-sustaining business-like basis. 
As I pointed out earlier, the cost allocation theory has been taken by 
the American shipowners as the basis for a lawsuit against the Panama 
Canal Company. Part of what they seek to recover from tolls paid 
over the last 4 years presents what they call losses of the supporting 
activities, which they contend should be borne by the general tax- 
payer and not by the canal users. 

The contributory concept which the Company has applied in its 
interpretation and administration of existing law has been presented 
to the congressional committees on numerous occasions and has been 
reflected in our annual budget presentations which have been approved 
both by the Bureau of the Budget and by the Congress. The tolls 
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formula under present law is successfully applied by the Company to 
the operations of the corporation as a whole, so as to require tolls to 
cover the net cost of the entire operation. It is our objective, which 
has been achieved, with one or two exceptions, to have the so-called 
supporting activities recover all direct costs, including depreciation, 
plus an operating margin which will constitute a reasonable contribu- 
tion in each case to the general corporate charges. The extent of the 
contribution in each case necessarily involves the exercise of sound 
management judgment: in the light of pertinent circumstances includ- 
ing, for example, the reasonableness of pricing to employees and all 
general economic factors. 

It is understood that those sponsoring the proposed legislation now 
recommended that the bill be amended so as not to require that facil- 
ities engaged exclusively in providing goods and services for em- 
ployees be self- -supporting. If this section of the bill were to receive 
favorable consideration at all, the canal administration certainly con- 
curs that the employee-service activities should be excepted, in order 
not to impose an impossible burden on the employees. Presumably 
the exception would be directed at such activities as the commissaries, 
the community service centers, housing, etc. Those acfivities should 
be described as those predominantly engaged in providing goods 
and services for employees, and not as being so engaged exclusively. 
The commissaries and other activities do not serve employees exclu- 
sively since there are other customers in the Canal Zone who have pur- 
chase privileges but who are not Government employees. It is not 
clear, however, that the proposed exclusion of eaten service activ- 
ities would change the extra burden the bill would shift from tolls to 
the general taxpayers. This proposal must be considered with the 
amendments to the tolls statute in section 9 of the bill, and clarifying 
language might be required to resolve the issue of whether any unre- 
covered losses from employee services would be absorbed by tolls or 
whether they would be shifted to the general treasury. 


TOLLS FORMULA 


Section 9 of the bill would amend the tolls statute. In stating what 
tolls should cover, the new language would refer to the canal and 
only those facilities and appurtenances directly related to the canal, 
the word “directly” being new. This apparently has the same objec- 
tive as section 5 of the bill; namely, it is intended to separate the transit 
activities from the supporting activities for tolls and other fiscal pur- 
poses, and to require an allocation of general corporate charges, with 
only those allocated to the transit activities to be covered by tolls. In 
other words, the issue here, as in section 5, concerns general expenses 
of the enterprise which are essential and unavoidable parts of the 
costs of operating the canal, but which, under the amendments pro- 
posed by the bill, would at least in part be paid by the American tax- 
payer instead of by ships using the canal, two-thirds of which are 
foreign flag. 

The remaining changes proposed by the bill to the tolls statute con- 
cern the net cost of operation of the Canal Zone Government. Under 
present law, tolls cover an appropriate share of Canal Zone Govern- 
ment costs and in determining that share substantial weight is required 
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to be given to the ratio of the estimate gross revenues from tolls to the 
estimated total gross revenues of the corporation, excluding certain 
items. Under the proposed amendment the comparative gross revenue 
test would be required to be used exclusively, in determining the tolls’ 
share of Canal Zone Government costs. 

For the reasons already stated in some detail, the Panama Canal 
Company considers that it is basically unsound to require any alloca 
tion of general coporate costs for toll purposes. This is partic wlasly 
true in the case of Canal Zone Government costs because they repre- 
sent a fixed item of general overhead that has no causal rel: ationship 
whatever to the individual business activities of the Panama Canal 
Company. The Company would therefore amend the tolls statute 
to eliminate any reference to Canal Zone Government costs. In such 

case the C ompany as a whole would of course continue to bear the net 
cost of the Canal Zone Government, under other provisions of its 
charter, but such costs would be merely included among all the other 
costs covered by the tolls statute without being singled out for arbi- 
trary allocation. 

However, if allocation of Canal Zone Government costs is retained 
at all, operating revenues, to which substantial weight must be given 
under the present law and which would be the sole «allocation test 
under the proposed amendment, are particularly unsound and in- 
equitable as a basis for allocations of such an item of fixed general 
overhead. The General Accounting Office has characterized the pres- 
ent statutory revenue formula as being neither equitable nor practi- 

cable. The Panama Canal C ompany agrees with this conclusion and 

therefote the proposed amendiment is even more objectionable than the 
present provision under which only substantial weight need be given 
to comparative gross revenues. 

In applying the comparative gross revenue formula under both 
the present law and the proposed amendment, certain items are ex- 
cluded: namely, the cost of commodities resold and revenues arising 
from transactions with the C anal Zone Government. In addition, 
under present law revenues arising from transactions within the corpo- 
ration are excluded in computing gross revenues. ‘The proposed 
amendment would change this to refer to the exclusion of revenues 

rising from transactions between divisions of the corporation. 

The purpose of this change is to require that revenues from transac- 
tions with employees, such as from sales of goods and services and 
rental of employee housing, be included in the total gross revenues of 
~ Company in applying the compartive gross revnue formula. The 

Company opposes this change on the ground that the employees are 
an integral part of the Company’s organization and operations, and 
that revenues from supplying their essential needs in this overseas 
restricted area are not true “outside” revenues but are akin to inter- 
divisional servicing. Such revenues are therefore treated as arising 
from transactions within the corporation within the meaning of the 
present law. Any change in the statute on this point should confirm 
that principle as contrasted to the proposed amendment which has 
the contrary objective of creating revenues from employees as revenues 
which should operate to reduce the share of Canal Zone Government 
costs to be borne by tolls. 
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PROCEDURE FOR CHANGING TOLLS 


Section 8 of the bill proposes two major changes to the statute pre- 
scribing procedures for changing tolls. One change would be that 
the public hearing required in the tolls changing procedure shall be 
conducted in accordance with the Administrative Procedure Act. 
The other major change would be to subject the actions of the com- 
pany in prescribing tolls to judicial review, as contrasted to the 
present statutory provision that the approval of the President of the 
United States of any change in measuring rules or tolls is final and 
conclusive. ss i 

Stated briefly, our position is that the application of the adjudica- 
tion and related provisions of the Administrative Procedure Act to 
tolls hearings, and the provisions for judicial review and control, are 
unsound and inappropriate in concept and inconsistent with the nature 
and necessities of the administrative processes involved in the fixing 
of the price to be charged by the Government for the use of a service 
facility owned and operated by the Government. This direct govern- 
ment operation contrasts sharply to the government regulatory agen- 
cles whose function is that of a third party in controlling or policing 
private activities, on the one hand, so as to protect the public interest, — 
on the other hand. 

The Company maintains a continuous evaluation of tolls rates in 
relation to estimates of cost and of traffic revenues from the standpoint 
of whether in terms of long-range trends the rates existing at a given 
time should be maintained or should be increased or decreased as a 
result of the calculations under the tolls formula requiring that 
revenues cover costs. 

The users of the canal, about two-thirds of whom are foreign-flag 
vessels, have of course a real interest in the prices charged for services 
rendered. That interest is recognized by the statute in its provision 
for a public hearing on proposed changes. ‘The public hearing is for 
the purpose of giving the users of the canal an opportunity to submit 
full oral or written data, facts or arguments concerning action which 
the Company, in the performance of its obligations, has concluded to 
be necessary in order for it to conform to its fiscal burdens and objec- 
tives under the law. The Company must of course give proper con- 
sideration to all relevant data and arguments presented at the hearing 
before taking final action. 

The policies of the Company and its financial status as bearmeg 
upon the adequacy of the rates of tolls are subject to annual review 
by the Bureau of the Budget and the General Accounting Office and 
by the Congress on the basis of the annual budget program and audit 
reports. In the case of specific changes proposed by the Company, 
after the required 6 months’ notice and public hearing, the broad 
interest of the United States in terms of national transportation policy 
or otherwise are further protected by the requirement that the pro- 
posed changes shall be subjected to the review and approval of the 
President of the United States. 

The theories and objectives back of the standards and safeguards 
prescribed by the Administrative Procedure Act in formal rule 
making and adjudicatory proceedings do not apply to the purely pro- 
prietary function of the Government in fixing the user charges for 
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direct. services rendered by a utility or business-type activity wholly 
owned and operated by the Government. There is no adjudication 
involved, no quasi- judicial function, which requires or is appropriate 
for judicial review in the administrative determination of whether 
revenues do or do not meet costs and of what, if any, change in rates 
of tolls is necessary to accomplish or maintain the financial results 
requir ed by the statutory formula. 

The fixing of a cost-based toll or price charged for allowing a vessel 
to transit the canal is not significantly different in principle from the 
fixing of Government prices for the direct sale by the Government 
of goods and services produced by any other Federal agency in the 
performance e of the various proprietary functions of the Govern 
ment. 

CANAL ZONE GOVERNMENT COSTS 


Although I have left it until last in this discussion, section 5 of the 
bill is important, and I am sure it is controversial. This section would 
have the effect of removing certain governmental costs in the Canal 
Zone from the fiscal burden of the Panama Canal C ompany and with 
one possible exception, shifting such costs to the United States 
Treasury, which, of course, means the general taxpayer, and raises 
questions of subsidies to foreign and domestic shipping. 

Under present Jaw the Panama Canal Company reimburses the 
Treasury annually for the net costs of operation of the Canal Zone 
Government. Included within the activities of the Canal Zone Gov 
ernment are, for example, certain custom and immigration services 
which we perform for the Government of Panama. The proposed leg- 
islation would require that the annual cost of these custom and immi- 
eration services, estimated at $250,000, be paid for by the United 
States Bureau of Customs in the Department of the Treasury, and 
the Immigration Service in the Department of Justice, respectively, 
on the theory that those other Government agencies are the ones which 
normally should provide such services. 

On the same basis it 1s our understanding of section 3 of the bill 
that, for example, the cost of the Canal Zone Postal Service would be 
required to be rembursed by the Post Office Department. and similarly 
other Federal agencies in the United States, such as the Bureau of 
Prisons and the FBI, would be expected to reimburse the Canal Zone 
Government for functions that correspond to those usually performed 
elsewhere by such other agencies. 

Asa matter of fact, these other age ‘ncies in the United States have 
no function or responsibility in the Canal Zone. For example, the 
Canal Zone is entirely outside the customs and immigration barriers 
of the United States custom and immigration laws generally, and 
these, as well as the postal service and the other governmental activi 
ties involved, are all vested by law in the Canal Zone Government 
itself. 

[t does not seem logical to bill the other Federal agencies for the 
Canal Zone activities in which they are in no way involved snd con 
cerning which they have no authority or responsibility. 

The proposal to do so necessar ily presents a new concept or rationale 
which seems to treat each of the various governmental activities in 
the Canal Zone which have any counterparts elsewhere in the Federal 
Government in the continental United States as being the financial 
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responsibility of that counterpart. In contrast, the congressional 
concept from the beginning, and most specifically since the 1951 re- 
organization, has been that the Canal Zone governmental activities, 
like all the other activities of the canal operation, are integral parts 
of the single canal enterprise, the cost of which as a whole should be 
borne by the users of that enterprise. 

The current and past law has very clearly embodied the under- 
standing that these governmental functions in the Canal Zone exist 
only because of and as essential adjuncts to the maintenance, opera- 
tion and protection of the canal itself. This is true of the schools, 
the health services, police and fire protection, and all other govern- 
mental functions. If there were to be a change in philosophy and a 
transfer of the cost of some of these functions to the general tax- 
payer, then the same reasoning inherent in the proposal would relieve 
the canal of the burden of all such functions. But this would be 
contrary to what has always been considered a basic premise: namely, 
that the users of the canal should pay the cost of all the functions in 
the Canal Zone that are here only because essential to the canal. 

Our approach always has been that all our operations, whether on 
the Company side or the government side, are here solely as necessary 
parts of the canal enterprise as a whole which should be self-sustain- 
ing. Inherent in this aproach is the concept that our employees are 
here as employees, essential to the canal operation, and not as citizens 
of an outlying area under United States jurisdiction, and this rela- 
tionship of employer-employee controls even the governmental serv- 
ices which are necessary costs relating to those personnel and there- 
fore to the enterprise. 

Senator Burirr. Is there a provision in the treaty establishing the 
canal which would prevent anybody being on that property or the 
Canal Zone other than a government employee ? 

Governor SrypBotp. Not exactly other than a government employee, 
but it prohibits business activities that are not directly suporting 
the canal. 

Mr. Wuirman. The treaty also enumerates the possible people that 
are entitled to reside in the Canal Zone and limits those classes in 
general to people who are in the Canal Zone by reason of operation 
of the canal ? 

Senator Butter. In other words, only people whose presence is 
essential to the effective operation of the canal are entitled to be 
there ¢ 

Mr. Wuirman. Yes, sir. 

Governor Srysoip. Actually the only people who are not govern- 
ment employees are those in the exporting oil business for fueling 
ships. 

Senator Butter. Does that include military personnel? 

Governor Seyzotp. No. Those are for the protection of the canal. 

Senator Butter. And you don’t pay any part of that cost? That 
comes under the Department of Defense ? 

Governor Sreypotp. Yes, sir. 

Mr. Bourson. Is it a fact. as one of the witnesses stated yesterday, 
that some of the children who attend school there and are now edu- 
cated free of cost, are children of people who are not residents nor 
employees of the Canal Zone? 
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Governor Sryrsoip. That is not quite right, sir. We do accept into 
our schools certain children of Panamanian citizenship and parentage 
on a space-available basis, and who pay a tuition, but not full cost. 
They don’t come free. 

The free schooling is given to those who reside on the Zone and 
who are children of government employees living in Panama. 

Mr. Bourson. Do you believe that that is equitable to the people 
who are paying the cost of the canal to grant even a part reduction 
to children of people who have no claim on the canal ? 

Governor Srypoip. Le me put it this way: I think the extra cost 
involved—this is done entirely on a space available basis—is relatively 
minor, because we would have to have the school buildings, we would 
have to have schools teachers and all. There might be a few books 
or something of that sort that wouldn’t be involved in it. It has 
been done for many, many years. 

We feel that it aids in the relationship with the Republic of Pan- 
ama. We have seen signs of it. It is an intangible. I couldn’t put 
down the dollars and cents of it. Of course it is a matter which could 
be very easily corrected, and that is possibly give the State Department 
an appropriation to cover some of these and set them up as a 
scholarship. 

Senator Burier. That leads to another question. Do you have any 
other expenses of that category which would seem not to be a proper 
charge in taking into consideration raising the toll rates ? 

Governor Srypoip. I can’t think of any. They sometimes speak of 
the customs and immigration, which we naturally do for Panama 
because of the questions of sovereignty, and you can’t allow the re- 
public to operate a function of the Government of the Republic in the 
Canal Zone. However, that is just another, in my opinion, cost of 
doing business, like advertising or anything else that a big corpora- 
tion has. 

Senator Burier. I do think there is some difference between that 
and the school children for the nationals of Panama. 

Governor SeysBoip. That is not a responsibility of the Panama 
Canal Company as such. I do think it is well worth the few dollars 
that are involved. 

Senator Burier. I do, too, but I think that that could be properly 
allocated to an item and not brought into the rate making base if it 
would affect the rate in any substantial way. 

Governor Srypo.p. I think the State Department could clean that 

up very readily. 
_ I think the long-established current concept is sound. I think that 
in considering the merits of this proposal to change that concept it 
should be borne in mind that the fiscal consequence of the suggested 
change in concept would be to shift to the general United States tax- 
payer substantial costs of the canal enterprise, that the special in- 
terests who would benefit thereby are the ships using the canal, two- 
thirds of which fly a foreign flag, and that this benefit is in reality 
a subsidy to such shipping. 

Possibly some aspects of Canal Zone Government costs such as those 
for the customs and immigration services which relate to Panama 
rather than the Canal Zone present special considerations. However, 
even as to them I believe the merits of treating them as external to 
the canal enterprise are questionable. 
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The canal administration favors a distribution of costs on a user 
basis to other agencies actually present in the Canal Zone. This policy 
is already in effect in certain areas. Specifically, other agencies in the 
Canal Zone are now reimbursing the Canal Zone Government on a user 
basis for goods provided and services rendered in the case of schools 
and hospitals. However, no attempt has been made to allocate ex- 
penses to other agencies attributable to police and fire protection, use 
of roads and sewers, and so forth. If Congress should decide that 
such costs should be allocated to other agencies for the fiscal purposes 
of the canal enterprise, I believe that the allocations should be on a 
user basis under some appropriate formula. 

Section 3 also proposes that the Republic of Panama be billed for 
the cost of providing schools in the Canal Zone for citizens of Panama. 
I feel that this proposal is inappropriate and objectionable. 

That does not refer to the same class of people to which I just spoke. 

As part of its essential governmental functions in an area wherein 
it exercises exclusive sovereign jurisdiction, the United States, through 
the Canal Zone Government, provides free public schooling for resi- 
dents of the Canal Zone. We operate one school system for United 
States citizens, and we operate a separate Latin American school sys- 
tem for Canal Zone residents who are native to the area. The students 
in the Latin American schools, although predominantly of Pana- 
manian citizenship, are all residents of the Canal Zone and not of the 
Republic of Panama. 

Senator Burier. Do you have any restriction as to who shall come 
and go? In other words, could you load the zone or have a number 
of people come in who don’t live there and only move in for the pur- 
pose of having their children educated ? 

Governor Seysoip. No, sir. We keep very close tab on that. 

Senator Butter. In other words, these people are people who were 
native before the treaty ? 

Governor Srynoip. They are not particularly involved in the treaty 
in that respect. They are people for whom we furnish housing on the 
Canal Zone, and as such we furnish the other services that go along 
with the housing, which is generally schools, hospitals, and the like. 
That number, of course, has been greatly reducing during the last 
4 years. 

These schools are operated solely as the responsibility of the United 
States Government and are not operated at the request of or under 
agreement with the Republic of Panama, which, of course, operates 
its own school system within the Republic. 

It can be confidently anticipated that the Republic of Panama would 
refuse responsibility for such costs, and they would be right, in my 
opinion. The adverse effects of any action based on the theory that 
such school costs should be borne by Panama would be far greater, in 
my opinion, than any fiscal gain to the C ompany- -Government. The 
attendance in Canal Zone schools of Panamanian students on the lim- 
ited basis that prevails has been of substantial benefit to Canal Zone- 
Republic of Panama good relations for many years. 

In my remarks so far on section 3 concerning Canal Zone Govern- 
ment costs T have dealt with the substance of the proposals as we 
understand them. As a matter of drafting, however, I should note 
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our view that if the new material in section 3 is given any favorable 
consideration in principle, the language should be clarified very sub- 
stantially. In its present form it is regarded as so ambiguous as to 
result inevitably in difficult and controversial administration, with 
little likelihood that other agencies would recognize any liability to 
reimburse the Canal Zone Government. If utilized at all, the new 
provisions should clearly indicate the specific Canal Zone operations 
involved and should also clearly identify the other agencies intended 
to bear their costs. 

This completes my summary of the views of the Panama Canal 
Company and Canal Zone Government concerning the proposed leg- 
islation. As I previously indicated, the written report furnished to 
the committee is more comprehensive and elaborates on my comments 
here. 

Mr. Bourson. On page 11, Governor, you say : 

If losses result because of an arbitrary assessment of certain general expenses 
over and above direct costs, then, still bearing in mind that the activity is neces- 
sary to the canal operation and therefore cannot be discontinued * * *. 

Are there no activities down there at the present time that couldn't 
be discontinued, keeping in mind the implication of discontinued as 
reduced to a point where any present losses or any present waste 
would be reduced or eliminated ? 

For instance, I have in mind the Steamship Company and the rec- 
ommendation of the Comptroller General in his 1954 report that you 
should dispose of one of the three ships, and that this could be done 
without impairing service in the organization. 

Governor Srynotp. May I give you our viewpoint? It doesn’t 
answer your question. Because we feel there are no activities down 
there, with the possible exception of one—not the one that you have 
in mind—that are not absolutely essential to the operation of the 

canal. One that I speak of, of course, is the railroad, and we would 

propose to substitute trucking. That is a matter that is before us at 
the moment and there is a report in the House on it. So that essen- 
tially I might say, in answer to your question, there is no activity that 
we can do without. 

As to the matter of the operation of the steamship line and the 
question of the 2 ships against 3 ships, we feel that we have approached 
this problem in the manner of what is the most economical way to 
support the canal and carry its cargo and its passengers. In all of 
our studies and all of our investigations—and we have spent a great 
deal of time—we find that the operation of the 3 ships is of a greater 
benefit to the company than operating 2 ships, under the ee 
conditions, because it is true that all the freight could be carried 1 
2 ships, probably , of the company and all the passengers. 

But the cost of transporting the Company’s freight and the Com- 
pany’s passengers is the net cost to the Company, and by operating 
the three and receiving benefits from carrying commercial freight, 
tourist passengers, and the like, the net cost to the C ompany is less 
under the 3-ship operation than it is under the two. 

Mr. Bourson. But under our system of government can you justify 
going into competition with commercial lines which are already in 
sad shape, just to cut down your own expenses # 
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Governor Seysoutp. We feel that as such we are not directly com- 
peting, particularly into Haiti with a direct United States-flag line. 
We have gone into the matter to considerable degree and we find that in 
our opinion, and I think it can be very carefully substantiated, that 
any loss in freight that we would have would go to foreign flags : and 
not to United States vessels. 

Mr. Bourson. Nevertheless in 1953 this audit shows that the line 
was in the red $326,000. That is quite a substantial amount. 

Governor SrysBotp. Our record in 1955 was much better and this 
year up to the present time, I think we are netting well over a 
hundred thousand dollars. 

Mr. Bourson. What about the suggestion of one of the Government 
agencies—at the moment I don’t know which it is, probably GAO— 
that you use MSTS vessels which serve that area regularly ? 

Governor Srygorp. It is my understanding—and I may be 9 ripen 
because I don’t know to what you specifically “refer, but I think it w 
just the other way around—they suggested that MSTS use the eso 
Line. I can go a little further. 

We are now actively engaged in working with the MSTS. At this 
moment I don’t know whether or not we can develop further traffic 
for the line with the MSTS, but I assure you it is not a dead subject. 

Mr. Bourson. Another question, Governor. Are there enough com- 
merical lines serving that area, for instance Lykes Brothers and one 
or two others, that could take care of your transportation needs? 

Governor SryzBoip. We feel it is absolutely essential that the Pan- 
ama Canal Company Government have a direct support by its own 
shipping. 

Mr. Bourson. One final question, then. What about the suggestion 
that you run to New Orleans rather than to New York? 

Governor SryBoup. In the same study, sir, we have gone into that. 
We find that again the net cost to the company is less by three-ship 
operation out of New York. In going to New Orleans it is not our 
area to draw supplies greatly. We are drawing from New Orleans 
quite a bit of per ishables, fruits and vegetables. “We even ship out of 
California, across and down through New Orleans. But in that area 
we do that. But our heavy supplies don’t come from that area. 

We also feel that by going into New Orleans that we could not— 
and we certainly wouldn’t advocate it—obtain any commercial traffic 
out of New Orleans because of United Fruit and all of those that 
have weekly schedules out of there, and coming into a new area we 
certainly wouldn’t want to advocate that. 

So that our studies indicate that even a 1-ship operation or 2-ship 
operation out of New Orleans would not be beneficial to the company 
in net as 3 out of New York. 

Mr. Bourson. Thank you. 

Senator Burter. Thank you, Governor. 

Governor Sreysotp. Thank you, sir. I appreciate your courtesy, 
Senator. 

Senator Butter. We will now hear Mr. Charles R. Seal. 
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STATEMENT OF CHARLES R. SEAL, CHAIRMAN, COMMITTEE ON 
PANAMA CANAL TOLLS, NORTH ATLANTIC PORTS ASSOCIATION, 
INC. 


Mr. Seat. My name is Charles R. Seal and my business address 
is 254 Granby Street, Norfolk, Va. I appear on behalf of the North 
Atlantic Ports Association, Inc., in general support of the bill. 

The association is an organization of marine terminal operators at 
North Atlantic ports from Maine to Virginia, and others variously 
identified with port operations and port commerce of that range of 
ports. Its objectives and purposes include the development of foreign 
and domestic commerce to and from the United States North Atlantic 
ports. The membership of the association has adopted the following 
resolution relating to the subject-matter of this bill: 


Whereas the Panama Canal is an essential national defense facility and the 
jovernment should bear the proportion of investment, maintenance, and operat- 
ing costs that fairly reflects the defense value of the Canal; and 

Whereas the tolls charged for canal transits have a direct effect upon the 
domestic and foreign commerce of the United States, upon the maintenance of 
an adequate merchant marine, and upon the prosperity of American ports; and 

Whereas it appears that the Panama Canal Company has failed to prescribe a 
toll rate in accordance with the intent and provisions of the existing law and 
that the toll rates exceed those authorized by law ; and 

Whereas it appears that the Company is engaging in pricing practices which 
are not in accordance with the intent and purposes of the governing legisla- 
tion, and a disproportionate burden is imposed upon canal users, who are paying 
through tolls the major portion of the Canal Zone Government operating costs, 
including costs of commercial activities, which burden in particular adds unduly 
to the operating difficulties of our intercoastal shipping: 

Resolved, That the North Atlantic Ports Association, Inc., records its opposi- 
tion to the present improper practices employed in allocating expenses against 
canal revenues, and requests that the Congress of the United States enact such 
legislation as may be necessary to limit the contribution of commercial ship- 
ping to a fair share of the Canal Zone Government costs and reduce the present 
toll burden on commerce ; be it further 

Resolved, That copies of this resolution be sent to the appropriate officials 
of the Panama Canal Company, to the Members of the Congress from the States 
represented in this association, and to the appropriate committees of the Senate 
and the House; and be it further 

Resolved, That should hearings be held on any proposed legislation having to 
do with canal financing, cost allocations, or tolls, the association participate 
and submit its views in accordance with this resolution. 


The North Atlantic Ports Association supports the provisions and 
purpose of this bill because it appears that the intent of existing legis- 
lation, Public Law 841, enacted in 1950, is not being carried out by 
the Panama Canal Company in respect of observance of the formula 
therein laid down for determining and establishing a toll rate for 
transiting the canal. The result of this failure is that ships and ship 
operators are being assessed an excessive toll rate, proceeds of which 
are being used to defray expenses and cover deficits of various busi- 
ness and governmental activities which are not connected with the 
operation and transiting of the canal. These activities include various 
functions for which other agencies of the Government, such as the 
Post. Office Department, the Treasury Department, and the Immigra- 
tion Service are responsible; the Government-operated railroad and 
steamship line; ship-repair facilities; and other activities. 

The tolls formula laid down in section 12 (b) of Public Law 841 
provides that : 
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Tolls shall be prescribed at a rate or rates calculated to cover, as nearly as 
practicable, all costs of maintaining and operating the Panama Canal, together 
with the facilities and appurtenances related thereto, including interest and 
depreciation, and an appropriate share of the net costs of operation of the agency 
known as the Canal Zone Government. 

The hearings on the bill which resulted in that law made it plain 
that the intent was that tolls on commercial ships would be related 
to transit costs. The Bureau of the Budget made a study prior to 
the enactment of the law. In referring to the expense of civil govern- 
ment, health and sanitation, the Bureau stated in the study that: 

This expense would be assessed against the total enterprise, rather thar 
exclusively against the tolls as under the existing system. 

The “existing system” referred to has been followed since enact- 
ment of the law notwithstanding the contrary intent. The bill before 
you lays down a mandatory formula for determining the propor- 
tionate share of the net costs of operation of the Canal Zone Govern- 
ment that shall be borne from tolls revenue. 

In its audit report to the Congress on the Panama Sage Company 
and Canal Zone Government for the year ended June 30, 1954, the 
General Accounting Office noted that the analysis of the Gs ompany’s 
reported net income of $13 million for the 3 years since the reorgani- 

zation showed that, contrary to the apparent expectation of the 
Congress—and I am using the exact language of the report—the 
canal activity had a net income of $28 million ‘and business activities 
had losses of $15 million. 

The term “business activities” as used by the GAO included all 
commercial and service activities except the canal activity. The re- 
port further noted that if full amortization and interest costs were 
considered, the net income for the 3 years would be $7 million, repre- 
senting income of $22 million from the canal activity and losses of 
$15 million from the business activities. It then stated that: 


Thus, the net income from the canal activity is being used to offset losses from 
business activities. 


In referring to Public Law 841, the GAO further commented that : 


We interpret the legislation as precluding any losses sustained by the Panama 
Canal Company in the operation and maintenance of business facilities being 
included in the basis for determining tolls under section 412 (b). Based on 
the financial results of the canal activity for the past 3 years, tolls rates would 
have to be reduced substantially if hearings were held at this time. 

In other words, tolls have been continued at an excessive rate when 
measured by the intent of Public Law 841. 

Particular reference should be made to the burden of the tolls on 
the intercoastal steamship operators, which represent an important 
segment of our domestic merchant marine. These operators had 
difficulty resuming service after the war and for a number of years 
operated on what might be termed a borderline basis, and are but 
little better off today. Two of the nonproprietary lines that resumed 
service in the postwar period later withdrew. These were the Panama- 
Pacific Line of United States Lines and American-Hawaiian Steam- 
ship Co. The Maritime Administration in December 1955, issued a 
review of the coastwise and intercoastal shipping trades. The review 
dealt more particularly with the postwar operations and economic 
condition of these trades and discussed numerous factors, including 
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the Panama Canal tolls. The Administration concluded that there 

vas no real justification for special treatment of intercoastal shipping 
through the reduction or elimination of tolls for that trade only. It 
went on to say, however, that— 


If, as reported by the General Accounting Office, tolls have been charged at 
levels higher than those prescribed by Public Law 841, 81st Congress, 2d session, 
correction of this situation would be especially helpful to intercoastal shipping, 
and every effort should be made to expedite a determination as to the proper 
level of toll charges. 


The intercoastal carriers must operate under a rate ceiling set 
by the competing transcontinental rail routes, so that they are not 
free to adjust their rates and charges in relation to costs. For this 
reason, excessive Panama Canal tolls are particularly burdensome to 
them. In times of war emergency, such as existed at the beginning 
of the last war, a domestic fleet available in home waters is of great 
defense value. I believe this to be a vital aspect of the tolls ques- 
tion that is before you in this hearing. 

Continuance of the tolls at the level in effect prior to passage of 
Public Law 841, in disregard of the formula provided in that law, 
indicates that further legislation, such as proposed by this bill, is 
necessary to bring about equitable tolls and other pricing practices 
and proper accounting methods. 

That completes my statement. Separately from that I would like 
to submit, if a may, for incorporation in the record, a letter from the 
Virginia State Ports Authority, likewise supporting the bill. 

Senator Butter. It will be received and made part of the record. 

(The letter from the Virginia State Ports Authority referred to 
above is as follows: ) 


Marcn 13, 1956. 
Hon. WARREN G. MAGNUSON, 
Chairman, Interstate and Foreign Commerce Committee, 
United States Senate, Senate Office Building, Washington, D. C. 


DEAR Mr. CHAIRMAN: The Virginia State Port Authority, an agency of the 
Commonwealth of Virginia, charged among other things with the promotion 
and stimulation of foreign and domestic commerce through the ports of Vir- 
ginia as well as cooperation with the Federal Government in the development 
and use of harbors and seaports, strongly supports those sections of S. 2167, 
the purpose of which is to require the following: 

1. Reimbursement to the Canal Zone Government by other Government agen- 
cies for work done in their behalf. 

2. Placing all nontransit activities except sale of goods and services to em- 
ployees on a self-supporting basis. 

3. Periodic review of tolls and provision for public hearings with rights of 
review by the courts. 

4. Canal Zone Government costs to be shared by tolls and other revenues 
in direct relation that tolls bear to all other revenues. 

It appears clear from the hearings which resulted in the enactment of Public 
Law 841 in 1950 relating to the operations of the Panama Canal Company, that 
the intent of this law is not being carried out by the Company in respect to 
the formula therein laid down for determining and establishing a toll rate for 
transiting the Canal. Failure to carry out the intent of the existing law has 
resulted in ships and ship operators being assessed excessive toll rates, the 
proceeds from which are used to support various business and governmental 
activities not connected with the operation and transiting of the Canal. 

Prior to the enactment of Public Law 841, the Bureau of the Budget made a 
study in which referring to the expense of civil government, health, and sani- 
tation, stated: “This expense would be assessed against the total enterprise, 
rather than exclusively against the tolls as under the existing system.” The 
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record demonstrates that contrary to the intent of the present law the “exist- 
ing system” hus been followed in assessing tolls. 'The legislation now before you 
for consideration establishes a mandatory formula for use in determining tolls. 

The effect of tolls on all shipping is important. But since intercoastal car- 
riers must operate under a rate ceiling set by the competing transcontinental rail 
routes, and are not free to adjust their rates and charges in relation to costs, 
excessive Panama Canal tolls are particularly burdensome to them. 

It follows, therefore, that legislation such as proposed by S. 2167 is clearly 
in the interest of our country’s merchant marine and the national economy. 

As a member of the North Atlantic Ports Association, the Virginia State 
Ports Authority is in complete accord with the testimony which will be of- 
fered to your committee by Mr. Charles R. Seal, representing the association. 


It is respectfully requested that this letter be made a part of the record in 
support of S. 2167. 


Yours very truly, 
VIRGINIA STATE PorTS AUTHORITY, 
Davin H. CLARK, 
Executive Director. 

Senator Butter. Mr. Seal, I assume that a study has been made by 
your association of what you consider to be costs not appropriately in- 
corporated in the rate base? 

Mr. Srat. We haven’t made an independent study. Largely from 
what I have read of what the General Accounting Office and others 
have said. 1 think that was pretty well covered in detail in Mr. 
Mayer’s statement yesterday. But many of the activities as I view it 
are business activities that ought to be able to pay at least costs, not 
necessarily profits. I don’t see why a hotel, or maybe a commissary, 
couldn’t cover the costs of what they have to offer. Perhaps schools 
and hospitals are on a different category. 

I don’t quite think of those as businesses. But there are many activi- 
ties there that are business, and I should think what they have to offer 
could be priced to cover costs. 

Senator Burier. Mr. Seal, may I ask you one more question ? 

I am sorry I wasn’t present when Mr. Mayer spoke. What would 
it mean by way of reduction in rate percentagewise if the so-called 
business activities were charged off or taken out of the rate base? 

Mr. Sra. It has been estimated by those who have studied it that 
if that were done the tolls could be reduced to somewhere in the neigh- 
borhood of 65 cents a ton, as I recall, which I think would be between 
a 25- to 30-percent reduction. 

Senator Butier. Is there evidence in this record as to the tolls 
charged from the Panama Canal and other important canals in the 
world, such as the Suez? 

Mr. Srau. I did not hear all the testimony. 

Mr. Bourron. I don’t believe we have such comparison. 

Mr. Srau. My recollection is that the present toll on the Canal 
is 90 cents a registered ton, for ships carrying cargo. My recollection 
is—I haven’t thought of it in a long time—is that the toll on vessels 
in ballast is 72 cents. 

Mr. Bourson. Are there any representatives of the United States 
Citizens Association here? Mr. Collins or Mr. Dilweg? 

Mr. Courins. I am Mr. Collins. If possible, I would like to defer 
until the next meeting of the subcommittee. Mr. Dilweg has a case 
in court this afternoon and couldn’t be present. 

Mr. Bourron. Senator, we had a Mr. Hedden listed to speak for the 
American Association of Port Authorities. TI don’t believe he is here 
today. 
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Senator BurLer. We will make his statement part of the record. 
(The prepared statement of Walter P. Hedden, on behalf of the 
American Association of Port Authorities, is as follows:) 


STATEMENT BY WALTER P. HEDDEN ON BEHALF OF THE AMERICAN ASSOCIATION OF 
Port AUTHORITIES 


My name is Walter P. Hedden. My business address is 111 Highth Avenue, 
New York City. My profession is that of a port consultant. I have been as- 
sociated with the port development for 34 years, and for 31 years was an execu- 
tive of the Port of New York Authority, retiring in June 1953 from the position 
of Director of Port Development. I appear for the American Association of 
Port Authorities, of which I am a past president and currently chairman of the 
committee on coastwise and intercoastal commerce. 

The American Association of Port Authorities is an incorporated association 
of public port administrative bodies of the Americas. Currently there are 55 
corporate members from the United States representing substantially all of the 
important ports on the Pacific, Gulf, Atlantic, and Great Lakes seabo: rds. There 
are also 5 Canadian and 11 Latin American corporate members. 

The object and purposes of the association are to exchange information on all 
aspects of port administration, to formulate and recommend desirable policies 
to members, and to develop and encourage waterborne transportation. 

The American Association of Port Authorities has been in existence since 
1912 and hoids an annual convention at which it adopts resolutions expressing 
views on subjects pertinent to its objectives. At the 44th annual convention held 
in the port of Houston, Tex., November 1-4, 1955, there were accredited dele- 
gates from 38 United States ports and 9 accredited delegates from other ports 
in the Americas. At that meeting the association adopted a number of resolu- 
tions, one of which is pertinent to the subject matter of the bill before your 
committee. Section 28 of the association bylaws provides that only corporate 
members from the United States shall cast votes on any action taken by the 
association with respect to any legislative proposal pending before the Congress 
of the United States or other matters involving national policy. Thus the resolu- 
tion which I shall present to you in behalf of the American Association of Port 
Authorities relating to the Panama Canal was unanimously adopted by the 
United States members only since it relates to United States national policy. 

The text of the resolution unanimously adopted by the United States members 
at the 44th annual convention of the American Association of Port Authorities 
and appearing on page 4 of the proceedings thereof reads as follows: 

“Whereas the present toll of 90 percent per laden ton charged for the transit 
of the Panama Canal is a substantial burden on the unsubsidized private oper- 
ators of ships in the United States intercoastal trade; and 

“Whereas attempts to adjust this toll by congressional enactment (Public 
Law 841, Sist Cong., 2d sess.) of a formula for prorating costs between the ex 
pense of operating and maintaining the canal and other functions performed by 
the Panama Canal Company have been frustrated by inaction by the said Com- 
pany, and 

“Whereas a suit has been instituted by 12 shipping companies to compel pre- 
scription of lower tolls in accordance with the intent of the congressional act : 
Now, therefore, be it 

“Resolved, That in the event prompt relief is not forthcoming in the courts, 
the American Association of Port Authorities urges that appropriate steps be 
taken through administrative or legislative action to reduce the present toll 
rate by at least 25 percent.” 

The above resolution was carefully considered by the resolutions committee 
following a report to the entire membership from the association’s committee on 
coastwise and intercoastal commerce on the Panama Canal toll situation. In 
recommending this and other resolutions for adoption, the resolutions commit- 
tee posted it for full consideration by all members 2 days prior to the actual 
vote. I stress these details of the mechanics of the adoption of the resolution 
to show that it represented deliberation and participation by the accredited 
delegates of 88 United States public port agencies. 

Since World War II the United States ports have been much concerned with 
the decline in domestic shipping which has seriously affected revenues and em- 
ployment and curtailed the range of service available to shippers desiring to 
utilize ocean freight carriers for distribution of their products domestically. 
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The intercoastal trade through the Panama Canal in dry cargo ships, as 
distinct from tankers, has shrunk to a shadow of its prewar vigor. In 1955 
the privately operated coastal fleet in active operation was only 51 ships com- 
pared to 137 in 1939. True, the 55 ships were larger and faster, but many serv- 
ices that formerly operated have terminated and all are finding continued opera- 
tion tough going. 

The Vanama Canal tolls constitute a substantial element in ship operating 
costs and have been a considerable source of controversy in recent years because 
of the difficulty of unscrambling the costs of operating the canal from other 
enterprises carried on by the Panama Canal Company and adjusting toll rates 
in conformity to the formula set up by the congressional act of 1951 (Public 
Law 841, Slst Cong.). Your committee is entirely familiar with the pending suit 
by a number of shipping lines against the Panama Canal Company in the United 
States District Court for the Southern District of New York, and the views of 
the General Accounting Office on the excess of revenue over cost. Apparently 
the Panama Canal Company as presently constituted has shown no disposition 
to move toward the downward adjustment of tolls, although there appears to 
be strong evidence that they can be cut by 25 percent and still cover the costs 
prescribed in the formula. 

S. 2167 would appear to be a move in the direction of segregating more clearly 
the activities which relate to the operation of the Panama Canal and establishing 
a proper rate basis for tolls. 

While the membership of the American Association of Port Authorities has 
not considered or expressed any view on 8. 2167 as such, it is proper that I pre- 
sent for your committee’s consideration the association resolution adopted in 
November 1955, setting forth the desirability of prompt action to resolve the 
present controversy over the application of the formula for establishing tolls 
and the high desirability of positive action to reduce the commercial tolls to 
the lowest level consistent with actual cost. 


ROSTER OF UNITED STATES CORPORATE MEMBERS OF THE AMERICAN ASSOCIATION OF 
Port AUTHORITIES 


Bureau of Port Operations, Philadelphia, Pa. 

Department of Marine and Aviation, city of New York, New York, N. Y. 
The Port of New York Authority, New York 11, N. Y. 

City of Baltimore, Bureau of Harbors, Baltimore, Md. 

Greater Baton Rouge Port Commission, Port Allen, La. 

Milwaukee Board of Harbor Commissioners, Milwaukee 2, Wis. 

Long Beach Board of Harbor Commissioners, Long Beach, Calif. 
Toledo-Lucas County Port Commission, Toledo 4, Ohio 

Port of Beaumont, Beaumont, Tex. 

Hillsborough County Port Authority, Tampa, Fla. 

City of Miami, Department of Port Operation and Development, Miami, Fla. 
Savannah District Authority, Savannah, Ga. 

City of Chicago, Commissioner of Public Works, Chicago 2, ILI. 

Port of Detroit Commission, Detroit, Mich. 

Puerto Rico Transportation Authority, San Juan, P. R. 

Port of Boston Commission, Boston, Mass. 

Port of Houston, Huston 2, Tex. 

Divisin of the Port, city of Buffalo, Buffalo, N. Y. 

Port of Oakland, Oakland, Calif. 

Alabama State Docks Board, Mobile 4, Ala. 

Port of Corpus Christi, Corpus Christi, Tex. 

Honoiulu Board of Harbor Commissioners, Honolulu, T. H. 

Norfolk Port Authority, Norfolk 10, Va. 

South Jersey Port Commission, Camden, N. J. 

Delaware River Port Anthority, Camden, N. J. 

Los Angeles Board of Harbor Commissioners, Los Angeles 12, Calif. 
Virginia State Ports Authority, Norfolk 10, Va. 

California Board of State Harbor Commissioners, San Francisco, Calif. 
Board of Commissioners of the Port of New Orleans, New Orleans 2, La. 
Port of Portland, Portland, Oreg. 

Portiand Commission of Public Docks, Portland, Oreg. 

Albany Port District Commission, Port of Albany, Albany 2, N. Y. 
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Georgia Ports Authority, Atlanta, Ga. 
City of Jacksonville, Municipal Docks & Terminals, Jacksonville, Fla. 
City of Providence, Department of Public Works, Providence, R. I. 
Wilmington B oard of Harbor C ommissione rs, Wilmington, Del. 
City of Can Diego, Harbor Department, San Diego, Calif. 
Brunswick Port Authority, Brunswick, Ga. 
Gulfport Port Commission, Gulfport, Miss. 
North Carolina State Ports Authority, Wilmington, N. C. 
Port Isabel-San Benito Navigation District of Cameron County, Port Isabel, 
Tex. 
Port of Vancouver, Vancouver, Wash. 
Port of Everett, Everett, Wash. 
Broward County Port Authority, Fort Lauderdale, Fla. 
Fort Pierce Port District, Fort Pierce, Fla. 
Lake Charles Harbor and Terminal District, Lake Charles, La. 
Port of Olympia, Olympia, Wash. 
South Carolina State Ports Authority, Charleston, S. C. 
Department of Port Control, city of Cleveland, Cleveland, Ohio. 
Brownsville Navigation District, Brownsville, Tex. 
Galveston Wharves, Galveston, Tex. 
Maine Port Authority, Portland 3, Maine. 
Port of Palm Beach District, West Palm Beach, Fla. 
Stockton Port District, Stockton, Calif. 
Port of Tacoma, Tacoma, Wash. 


Senator Butter. Mr. Moloney ? 


Mr. Moroney. I could put my statement in the record now. If you 


would prefer that I wait until the next meeting, I will be pleased to do 
So. 


Senator Butter. Are you here in the city ? 

Mr. Mononry. Yes, sir, I am here in the city. 

Senator Butter. I think we had better do that. I have to catch a 
3: 00 o’clock train. 

Mr. Bourson. Gentlemen, I think it was Senator Magnuson’s inten- 
tion to go on again tomorrow. You might act on that assumption but 
check with me in the morning to make sure that he will be available. 
That will be tomorrow afternoon. 

(Thereupon, at 2:42 p. m., the subcommittee was adjourned.) 
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(Transfer of Administration) 


TUESDAY, MARCH 27, 1956 


Unirep States SENATE, 
COMMITTEE ON INTERSTATE AND FOREIGN COMMERCE, 
SUBCOMMITTEE ON MercuHaNntr MARINE AND FISHERIES, 
Washington, D.C. 

The committee met, pursuant to notice, at 10 a. m., in room G-—16, 
United States Capitol, Hon. James H. Duff presiding. 

Present: Senator Duff. 

Also present: A. J. Bourbon, professional staff member. 

Senator Durr. The committee will be in order. 

Mr. Munro js our first witness. 


STATEMENT OF HOWARD E. MUNRO, LEGISLATIVE REPRESENTA- 
TIVE, THE CENTRAL LABOR UNION AND METAL TRADES COUNCIL, 
AFL-CIO, OF THE PANAMA CANAL ZONE 


Mr. Munro. Mr. Chairman and members of the committee, my 
name is Howard FE. Munro. Iam the legislative representative of the 
Canal Zone Central Labor Union and Metal Trades. I am an em- 
ployee of the Panaina Canal Company and have lived on the Canal 
Zone for 13 years. At present I am on leave without pay from the 
Panama Canal Company. 

The organizations which I represent are the central bodies of 23 
unions affiliated with the American Federal of Labor and Congress 
of Industrial Organizations. The membership of these unions are 
the United States citizens employed by the United States to operate, 
maintain, and protect the Panama Canal. 

At this time, with the chairman’s permission, I would like to read 
into the record a letter written to him by Mr. James A. Brownlow, 
president of the metal trades department, AFL/CIO, under date of 
March 12, regarding the department’s position on the subject before 
the committee. 

This is addressed to Hon. Warren G. Magnuson: 

DEAR SENATOR MAGNUSON: I have been advised that the Committee on Inter- 


state and Foreign Commerce will conduct hearings affecting American interests 
in the Panama Canal Zone. 


Mr. Howard Munro, legislative representative of the United States citizen 
employees will appear on Friday, March 16— 
of course the date has been changed since the letter was written— 


and submit testimony to you and your committee. I have discussed these 
matters with Howard Munro and am in accord with his position. 


75182—56——_8 
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In the interests of avoiding repetitive testimony, I have asked Mr. Munro, 
in addition to representing the United States citizens on the Canal Zone, also 
to speak for the metal trades department of the AFL—CIO and its 21 inter- 
national unions whose member unions represent United States citizen em- 
ployees on the Canal Zone. 

Thanking you for this courtesy, I remain with best personal regards, 

Sincerely yours, 
J. A. Brown iow, President. 

Conditions on the Canal Zone for several years have had serious 
effects on the United States citizen employees on the Canal Zone. In 
one opinion some of these conditions can be corrected by the intent of 

. 2167, but not as it is presently written. 

“Voluminous amounts of material have been presented to the Commit- 
tee on Merchant Marine and Fisheries, House of Representatives, 
during the many days they held hearings on this subject during 1954 
and 1955. These hearings were held in the Canal Zone as well as in 
Washington, D.C. The basic supporting data of our position appears 
on pages 140 through 185 in the printed hearings of this committee en- 
titled “Operation of the Panama Canal Company and Can: aul Zone Gov- 
ernment.” These hearings were held June 9, 14, 16, 18, 28, July 6 and 
7, 1954, 

In order to save the time of this committee and the expense of re- 
printing this material, I will only call it to your attention should you 
or the staff members desire a more detailed explanation than I will 
present at this time. 

As general information I call to your attention that hearings were 
held on the Canal Zone by the Merchant Marine and Fisheries Commit- 
tee on companion bills to S. 2167 on December 5 through 8, 1955. Im- 
mediately prior to those hearings, the Canal Zone labor group met 

vith a group from the shipping industry to reconcile our positions on 
the legislation. Since my return to Washington, I have attended a 
series of conferences with the shipping interests, Bureau of Labor 
Statistics, and the General Accounting Office. Asa result of these con- 
ferences, I believe all interested parties are very close to agreement as 
to policy, but may differ in the way it should be written. In the few 
areas where there is a possible difference of opinion, it is in an area 
where only the Congress of the United States can and should set na- 
tional police’ y. 

Insofar as we found general agreement that S. 2167 as presently 
written will not accomplish the purpose it was written to cover, we 
would like to place before the committee our viewpoint on the principle 
involved rather than comment on S. 2167. It is believed that in this 
way the committee can write a clean bill establishing the necessary na- 
tional policy. All interested parties can then return and comment on 
the clean bill which will then be ready for committee action. 


TRANSFER OF CANAL OPERATION FROM THE SECRETARY OF ARMY TO THE 
SECRETARY OF COMMERCE 


The employees on the Canal Zone feel that they have been subjected 
to adverse action solely through the fact that the Canal Zone operation 
has been associated with the Department of Army. We point out that 
general army policy applicable to temporary defense installtaions does 
not necessarily apply to a permanent waterway used for commercial 
purposes. The employees feel that some of these policies indoctrinated 
in the military personnel are automatically applied to them when the 
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top positions on the Canal Zone are held by military people. It is 
therefore recommended that the operation of the C anal Zone Govern- 
ment and Panama Canal Company be placed under civilian control. 

It is called to the committee’s attention that there are 2 separate iden- 
tities on the Canal Zone, that is, the Canal Zone Government and the 
Panama Canal Company. We feel that these 2 organizations are so 
closely related that they should be administered by the same civilian 
individual. 

We would also like to point out that there have always been 2 organi- 
zations operating on the zone under 1 head. While both have ‘been 
under the supervision of the Secretary of the Army, they have never 
been a part of the Department of the Army, or its predecessor, the De- 
partment of War. While we favor civilian control, we do not en- 
dorse placing these organizations under the control of any Depart- 
ment of Government. Rather we believe that they should operate 
in the manner in which they have been operated for years but under 
civilian supervision in place of military supervision. 

Increase in annuity payments to the Republic of Panama: We are 
not commenting on the equity of the additional annuity payments 
the United States agreed to pay the Republic of Panama in the 
1955 treaty. We do suggest careful consideration as to whether 
that is rightly a Panama Canal Company financial obligation or one 
of world public relations before placing it on the Company. 


ALLOCATION OF COSTS 


We believe the allocation of costs is an area in which a great deal 
of commonsense must be used in addition to normal accounting pro- 
cedure. Caution must be used to prevent the establishment of ac- 
counting systems costing dollars to find out who should pay for the 
expenditure of pennies. Should a system of charging certain costs 
against other Federal agencies, which normally furnish similar serv- 
ices elsewhere, be placed in operation, safeguards should be placed 
to prevent these other Federal agencies from setting up duplicate 
facilities to handle the Canal Zone workload. All the work is now 
being done by the Canal Zone Government and should continue to 
be, but on a reimbursement basis, if considered desirable by the com- 
mittee. 

We call to the committee’s attention that at present there are other 
Federal civilian employees than employees of the Panama Canal Com- 
pany and Canal Zone Government on the zone. While these em- 
ployees are in the minority, there should be no discrimination against 
the ‘m because they are not employed by the Company-Government. 


MANAGEMENT OF THE CORPORATION 


We have previously stated we support civilian supervision of the 
‘anal Zone. The St. Lawrence seaway type of administration has 
een suggested as a method to replace military supervision, It is our 
opinion that if the St. Lawrence seaway system is used, that it be 
modified to include a term of office for each appointee as is done in 
Inany other Federal appointments. The stability of operation of 
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the canal is important. Consideration should be given to promoting 
the second man in charge to the top position if ‘his services as the 
No. 2 man warrant it. From our experience we have found that it 
takes considerable time for the top man to master the complexities 
of zone operation and get his feet on the ground, so to speak. Train- 
ing in the No. 2 spot will prove valuable. 

Considerable objection has been voiced in the past by the employees 
that under the present operation of the canal, it is a one-man rule. 
In some cases it has been called a dictatorship. However, in the past 
when adverse action has been taken against them, the employees have 
recourse to the stockholder. We call to your attention that the St. 
Lawrence seaway system of management places the control in the 
Administrator. The stockholder apparently has no responsibility 
and the advisory board only the power to advise. 


GENERAL PURPOSE OF THE CORPORATION 


We believe that the major objective of the corporation should be the 
economic and efticie , transiting of vessels through the canal. We 
believe it always has been. However, economic and efficient tr ansiting 
should not be judged on a relatively small time period. The canal i> 
hearly as permanent as possible. Pennies saved now but costing dol- 
lars later is not economy. We call to the committee's attention that 
legislation to save a small group a few dollars may cost the United 
States many dollars later. ‘The overall value to the United States 
should be given consideration. 


ALL COST RECOVERY FORMULA 


This item is of great importance to the employees. We point out to 
the committee that the location of the canal in its present isolated 
posit ion has caused certain expenses, namely higher overhead and the 
Canal Zone Government. Some logic must be used in the application 
of these costs. There are some nontransiting activities which are 
necessary and convenient to the operation of the canal. The applica- 
tion of an all cost formula to these activities could price them out of 
business without decreasing the corporation’s overhead expense or the 
Canal Zone Government costs. It has been suggested that activities 
supplying goods and services to employees should be exempt from the 
all cost formula and the cost of living on the zone be controlled by the 
corporation from certain calculations supplied by the Bureau of Labor 
Statistics of the Department of Labor. 

Senator Durr. What is the difference in the price of living index 
there compared to the United States ¢ 

Mr. Munro. There has been no cost of living figured by the Bureau 
of Labor Statistics. It has been computed by pr ivate surv ey of Booze, 
Allen and Hamilton, which figured it three ways, ranging from 97 
percent to 114 percent, witha third one in between. 

Senator Durr. What is the third one? 

Mr. Munro. I think it is 106. The government has stated that the 
cost of living on the Canal Zone is about equivalent to Washington, 
1D. C., at the present time. 
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BUREAU OF LABOR STATISTICS FORMULA FOR EMPLOYEE GOODS AND 
SERVICES 


The General Accounting Office suggests that the Bureau of Labor 
Statistics, Washington, could be used to protect the employees from 
high prices as well as being the most convenient method to compute 
general expenses and other charges. 

After informal consultations with the Bureau of Labor Statistics, 
General Accounting Office, the Panama Canal Company, and shipping 
interests, we agreed to the principle of such a formula with certain 
modifications. It was agreed that the present recruitment increment 
was not to be a factor to be considered in the calculations. ‘The Bureau 
of Labor Statistics would establish an expenditure pattern on the 
Canal Zone from actual surveys on the zone as to how the employee 
spent hismoney. A representative market basket would be established. 
An equivalent standard of living would be established in Washington 
in the form of a Washington market basket. The two market baskets 
would be priced in their own locality and converted to an index. The 
corporation would adjust consumer prices on the Canal Zone to equal 
the Washington index. At least annually, the Bureau of Labor Statis- 
tics would supply the corporation with the current Washington index 
and the corporation will take such action as is necessary to keep the 
Canal Zone index at the Washington level. 

We endorse this suggestion as we believe it would insure all Fed- 
eral employees on the zone approximately the same annual savings 
they would have, had they worked in Washington, D. C., in addi- 
tion to the 25-percent recruitment increment for overseas duty. 

We call to the committee’s attention that to prevent 2 systems of 
‘ost accounting plus 2 systems of pricing, and to prevent discrim- 
ination, all Federal employees and authorized inhabitants in the 

Canal Zone must be included in the language of the legislation. 

Mr. Bourson. May I advise the Senator that the Bureau of Labor 
Statistics have submitted a letter and they may have a gentleman 
here to comment on the new pricing formula proposed. Mr. Riley 
may be here to discuss it at length. 


EMPLOY MENT PRACTICES 


Mr. Munro. For many years all appropriation legislation for the 

Canal Zone has carried the following language plus a proviso that 
ihe section in whole or in part could be set aside by the President of 
the United States. At first it was in case of a national emergence y, 
but later amended to allow him to set it aside if he should deem such 
course in the public interest. 

In past years this language has been suspended with this proviso: 
Provided, That this suspension shall not be construed to affect the provisions 
of the said sections relating to the amount of compensation that may be received 
by persons employed in skilled, technical, clerical, administrative, executive, 
or supervisory positions on the Canal Zone directly or indirectly by any branch 
of the United States Government or by any corporation or company the stock 
of which is owned wholly or in part by the United States Government. 

We believe it useless to have this language in appropriation bills 
only to have it set aside. Therefore, in keeping with a congressional 
policy started last year, it should be "made permanent langua ige omit- 
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ting the authority to set it aside. We believe it can be proven that 
the reasons used to set it aside in the past are no longer valid and it 
should now be permanent legislation. 

We offer the following amendment to the present section 248 (e) 

of title 2 of the Canal Zone Code. Change the perieod to a colon 
after “pay the premiums of such bonds.” and add: 
Provided, That no officer, agent, attorney, or employee shall be appointed or hired 
directly or indirectly except for temporary employement in case of emergency 
on the Canal Zone to occupy a skilled, technical, clerical, administrative, exe- 
ecutive, or supervisory position unless such person is a citizen of the United 
States or the Republic of Panama. 

Senator Durr. Is that because of transients ? 

Mr. Munro. No. At the time it was put in it was to keep the Amer- 
ican citizen employed in the Canal Zone for security reasons, and to 
keep the Canal “American.” At that time there were considerably 
more non-Panamanian citizens than there are at the present time. 

Senator Durr. It isn’t much of a problem at the present time? 

Mr. Munro. No: it isn’t. With the saving clause which I will bring 
up later, keeping those that are now in employment with 15 years’ 
service on the job, I don’t believe it will be any problem. 

This limits employment on the Canal Zone to citizens of the United 
States or the eee of Panama in all but laborer and unskilled 
positions. We believe that this is in accordance with the general em- 
ployment practice of both countries to hire only citizens in Govern- 
ment positions. The phrase “except for temporary employment in 
case of emergency” is sufficient language to handle all situations that 
can arise in the future. 

The next section is: 

Provided, however, (1) That notwithstanding the provision in the act approved 
August 11, 1989 (58 Stat. 1409), limiting employment in the above-mentioned 
positions to citizens of the United States from and after the date of approval 
of said act, citizens of Panama may be employed in such positions. 

This language allows citizens of Panama to occupy the named 
OSITIONS. 

That takes care of a law which was passed August 11, 1939, limiting 
all employees on the Canal Zone to United States citizens. 

(2) That at no time shall the number of Panamanian citizens employed in the 
above-mentioned positions exceed the number of citizens of the United States so 
employed, if United States citizens are available in continental United States 
or on the Canal Zone. 

This language limits the number of Panamanian citizens employed 
in these positions to the number of United States citizens so employed. 
This will satisfy the 1955 treaty commitment of equal treatment. 

Regardless of opinions expressed before the ratification of the 1955 
treaty, the United States and the Republic of Panama did ratify the 
treaty. The General Accounting Office nor anyone else has any other 
choice than to live up to the commitments. 

(3) That nothing in this act shall prohibit the continued employment of any 
person who shall have rendered 15 or more years of faithful and honorable serv- 
ice on the Canal Zone. 

This is a saving clause for non-United States, non-Panamanian citi- 
zens who have 15 or more years’ service. 
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(4) That in the selection of personnel for skilled, technical, administrative, 
clerical, supervisory, or executive positions the controlling factors in filling these 
positions shall be efficiency, experience, training, and education. 

This language establishes a recruitment criteria believed necessary 
for the protection of all concerned. There can be no objection to it as 
it contains the standards normally applied to all Federal positions. 

(5) That all citizens of Panama and the United States rendering skilled, tech- 
nical, clerical, administrative, executive, or supervisory service on the Canal 
Zone under the terms of this act (a) shall normally be employed not more than 
40 hours per week. 

This language establishes a 40-hour week. Insofar as this has been 
the practice for years, no objection can be raised to this procedure. 

(b) May receive as compensation equal rates of pay based upon rates paid for 
similar employment in continental United States: Provided further, That citi- 
zens of United States shall receive an additional 25 percent. 

This language is in accordance with the 1955 treaty which stipulates 
equal pay for equal work except United States citizens shall receive 
an additional 25 percent. 

In line with the General Accounting Office’s suggestion that the 
cost of living on the Canal Zone should be geared to that in Washing- 
ton, D. C., it is only reasonable to assume that they have no objec ‘tion 
to the establishment of United States wages. It 1s our position that 
as the treaty stipulates there shall be one wage scale for the incumbent 
of a position, regardless of citize nship, it must follow that the United 
States rate must prevail. It is obvious that Washington cost of living 
and United States wages go hand in hand, and it would be ridiculous 
to separate them. 

Senator Durr. How does that apply to the Panamanian citizens? 
Their cost of living is not equal to ours in any way, is it? 

Mr. Munro. The treaty stipulates that there shall be one wage 
schedule established in the Canal Zone. 

Senator Durr. I understand that. I was asking apart from that? 

Mr. Munro. If they live in the Canal Zone their cost of living is 
the same as the United States citizen because they deal in the same 
stores. 

Senator Durr. Do most of them live in the Canal Zone ? 

Mr. Munro. No. The majority of them live in the Republic of 
Panama. 

Senator Durr. Where the cost of living would be very materially 
lower, wouldn’t it? 

Mr. Monro. I am unable to answer that question, although it has 
been testified that the cost of living in the Republic is higher than 
it isin the Canal Zone. That would be something-— 

Senator Durr. I would want that demonstrated. 

Mr. Munro. That is what I was saying, someone should actually 
investigate conditions to find that out. 

Senator Durr. Continue, please. 


PAYMENT OF EXCESS FUNDS INTO TREASURY 


Mr. Munro. We support the principle that the capital investment in 
the corporation should be reduced as rapidly as possible. We do, 
however, believe that the retention of working capital for only 1 fiscal 
vear is insufficient to conduct the necessary operation of the canal. 
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This is a step backward to the former situation whereby activities 
toward the end of the fiscal year were curtailed until the next fiscal 
vear for appropriation reasons. 


TOLLS 


We call to the committee’s attention that section 412 (b) of title 2 
of the Canal Zone Code is the pocket book of the Panama Canal Com- 
pany. Any amendment made elsewhere will reflect on the language of 
this section. We point out that any costs not recovered elsewhere nor 
written into the tolls formula will fall on the United States Treasury. 

We have spent considerable time and effort to evaluate the position 
of the United States citizens working on the Canal Zone and are 
desirous of establishing permanent working conditions and work 
force. We will help the committee and its staff in any manner possible 
to bring about the return of stable conditions on the zone. 

We appreciate the opportunity to present our views on this impor- 
tant subject to the committee. 

Thank you. 

Mr. Bourson. On page 2 you say “The committee can write a clean 
bill.” Are you referring now to the clean bill that already has been 
submitted by Mr. Sinclair and Mr. Mayer? 

Mr. Munro. No, sir. As you will notice in our testimony, there are 

certain language changes which still must be made in their clean 
bill. One in particular that I have in mind is the fact that they 
exclude only the all-cost formula and the applications of Bureau of 
Labor Statistics to Company/Government employees. Under their 
language you would have to have 2 sets of prices and 2 sets of cost 
control because you have other than Company /Government employees 
on the Canal Zone. So that language would have to be changed to 
include the few other Federal employees. 

Senator Durr. Your idea of the clean bill is a bill to contain what 
you bring forth in your statement ? 

Mr. Munro. That is correct. 

Mr. Bourson. I gather from your statement at the top of page 4 
that you are not in particular sympathy with the efforts to reduce 
the tolls? You say a penny saved now may cost the canal dollars 
and is not economy; a few dollars saved to a small group may cost 
many dollars later. 

Mr. Munro. Our position is that the Canal Company/Government 
should operate as economically as possible considering the over-all 
picture of the canal to the security and the welfare of ‘all the people 
in the United States. 

Mr. Bournon. Have you taken any position on the continuance of 
such activities, for instance, as the Panama Steamship Company, 
which General Accounting Office has said is rather costly, and whose 
deficits of course have to be made up through tolls? 

Mr. Munro. In the particular case of the steamship line, or any 
other of the activities that are not in the opinion of the General 
Accounting Office self-supporting, I would like to see figures t« ‘ndi- 
cate the amount of money which would be saved by the deletion of 
that activity. In other words, at present the steamship line is paying 
all their out-of-pocket expenses, plus an amount to be credited to 
general overhead and Canal Zone Government costs, this amount 
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appears in the financial statement and budget of the Company. If the 
Panama Line or any other division was stopped, how much would the 
Canal Zone Government costs be decreased, and how much would the 
overhead of the Company be decreased by the deletion of the activity ? 

Then we say consider the benefits of the activity how much it 
would cost to get that service performed elsewhere, and then use a 
little common sense in weighing the benefit of having the Company 
carry on certain activities. 

Mr. Bourson. I would gather that the General Accounting Office 
in its audit would necessarily have to do that before m: aking recom- 
mendations, for instance, that they should reduce and do away with 
one ship in ‘the interests of economy, particularly when it was shown 
that in 1 year they had a deficit of more than $350,000 on the steam- 
ship line itself. That is a lot of money to make up in tolls. 

Mr. Munro. If it has a $350,000 deficit on the all-cost formula, 
by reducing the Panama Line to 2 ships or doing away entirely with 
the steamship line as a Company activity, I ask would the deletion 
of the activity lower the Company’s general overhead expenses and 
the cost of the Canal Zone Government the equivalent of $350,000 
which they claim are not being paid now? That is the point I am 
trying to bring out. 

‘Mr. Bourzon. It would do it proportionately, wouldn’t it? Pro- 
portionate to the amount of money that it had contributed to the 
general overhead administrative costs? 

Mr. Munro. No. I don’t think so. 

The way I look at it is that they are paying a part now. If there 
is no saving you are going to lose that part that they are now paying. 
So some other activity, which will be tolls, w ill have to make it up. 

Mr. Bourson. I won’t press the point. 

Senator Durr. Thank you, Mr. Munro. 

The next witness is George D. Riley. 


STATEMENT OF GEORGE D. RILEY, LEGISLATIVE REPRESENTA- 
TIVE, AMERICAN FEDERATION OF LABOR-CONGRESS OF INDUS- 
TRIAL ORGANIZATIONS 


Mr. Rizey. Mr. Chairman, the American Federation of Labor and 
the Congress of Industrial Organizations is in accord with the posi- 
tion expressed here by Howard E. Munro, who represents the Centra! 
Labor Union and Metal Trades Council in the Panama Canal Zone. 
Zone. 

Mr. Munro is recognized as thoroughly informed on the practices 
in the zone and on the needs of employees who maintain and operate 
the affairs in the zone on a detailed basis. 

The Bureau of Labor Statistics market basket approach will place 
the consumer price system upon an automatic basis. It, therefore, 
is necessary that the Canal Zone wage system be based upon United 
States wages. In this manner, the Ww ashington, D. C., BLS system 
will be workable. 

The recruitment differential for overseas service, together with the 
market basket provisions should go far toward restoring the full 
measure of morale which is so much to be desired in that locality. 

The AFL-CIO is in full accord with the further proposal by Mr. 
Munro that those possessing American or Panamanian citizenship 
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should be the ones solely eligible for employment in civilian jobs, 
except for temporary work. 

Temporary employment is excluded from provisions of Public Law 
330 of this Congress in setting forth prohibition against hiring under 
certain circumstances; excluding temporary employees will, of course, 
be consonant with Public Law 330. 

Likewise, the conditional language which has a way of creeping into 
so many laws affecting administration of the Canal Zone and which 
permits suspension of such laws at Executive discretion has long since 
outlived any usefulness it might have had at any time. 

In all other remarks Mr. Munro has made, under the general head- 
ing of “Employment Practices,” well-considered suggestions which 
adoption by your committee will find are purposeful and in the good 
name of improved administration and personnel practices. 

The Canal Zone employees have an important stake in the question 
of cost recovery formula. Mr. Munro’s position in favor of exempting 
services to employees and the supplying of goods from the all-cost 
formula is basically sound. 

Conceivably it is possible to pyramid such costs skyhigh to the end 
that employees ¢: an be thoroughly justified in assuming that the prac- 
tice is to be in perpetuity, that he and his family will be far better 
off to pack up and leave the zone to those who are willing to accept 
this form of abuse or are helpless and must remain to face their fates 
come what may. 

Charging back to the employee just about everything which comes 
into or which happens in the zone is but to hang the dead albatross 
around the employee’s neck. This is the kind of news which travels 
fast. The zone isn’t going to get and retain the services of the best 
available personnel under such conditions. 

‘These are some of the reasons we fully endorse Mr. Munro’s observa- 
tions on this point. 

The other provisions he has advanced tn his remarks are sufficiently 
clear in purpose as to require no comments. If his views are given 
proper weight, your committee will be amply compensated for your 
investment of time in receiving the thinking he has advanced. 

Senator Durr. Thank you, Mr. Riley. The next witness is Thomas 


Walters. 


STATEMENT OF THOMAS G. WALTERS, OPERATIONS DIRECTOR, 
GOVERNMENT EMPLOYEES’ COUNCIL, AFL-CIO 


Mr. Waters. By way of introduction, Mr. Chairman, my name is 
Thomas G, Walters, operations director of the Government Employ- 
ees’ Council of the AFL-CIO, 100 Indiana Avenue NW., Washington, 
D. C., phone Ex-3—2820 and 35-2821. 

The Government Employees’ Council of the AFL-CIO is made up 
of 22 national and international unions whose membership, in whole 
or in part, are civil service employees. The total Federal and postal 
employee membership of the Government Employees’ Council is more 
than 500,000. 

Mr. Chairman and members of the committee, as operations director 
of the Government Employees’ Council I have had the opportunity 
and privilege of discussing and conferring with Mr. Howard E. 
Munro, legislative representative of the Central Labor Union and 
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Metal Trades Council of the Panama Canal Zone, who are members 
of the Government Employees’ Council, on the contents of his pre- 
pared statement that he today presented to this committee. 

From my experience and observation I am happy and delighted to 
have the opportunity to endorse, on behalf of the Government Em- 
ployees’ Council, the statement as presented by Mr. Howard EK. Munro. 
I make this brief explanation in order to conserve your time and to 
aid in expediting the hearings, but I would like to reemphasize espe- 
cially that part of Brother Munro’s statement beginnig on page 5 
under the heading “Employment Practices.” 

We support the theory to use the Bureau of Labor Statistics facili- 
ties in setting prices on the Canal Zone in keeping with the Washing- 
ton, D. C. prices, plus the differential, but when we agree to this 
provision it is with the understanding that we will have only a single 
wage scale on the canal for everyone and that to be the United States 
scale. 

We strongly endorse Mr. Munro’s statement that section 248 (e) 
of title 2 of the Canal Zone be amended in keeping with Mr. Munro’s 
suggestions as outlined at the bottom of page 5 of his statement that 
he delivered to this committee today, and I restate his suggested 
change: 

Provided, That no officer, agent, attorney, or employee shall be appointed or 
hired directly or indirectly except for temporary employment in case of emer- 
geney on the Canal Zone to occupy a skilled, technical, clerical, administrative, 
executive, or Supervisory position unless such person is a citizen of the United 
States or the Republic of Panama. 

On March 15, in talking with the officials of the United States Civil 
Service Commission, I was informed that it was the general practice 
of the United States to hire only citizens of the United States, and 
I presume in general that this is the policy of the Republic of Panama. 

Mr. Chairman and members of the committee, I appreciate the 
opportunity of appearing before this committee on behalf of the Gov- 
ernment Employees’ Council, AFL-CIO, and endorsing the statement 
printed and oral that was presented to this committee today by How- 
ard E. Munro. 

Thank you, Mr. Chairman. 

Senator Durr. Thank you, Mr. Walters. Mr. Burrows will be our 
next witness. 

In view of the fact that this is a statement for Mr. Freeman, we 
will save time by putting it in the record instead of reading it because 
we have a deadline. 

Mr. Burrows. It will only take about 2 minutes. 

Senator Durr. Go ahead. 


STATEMENT OF GORDON M. FREEMAN, INTERNATIONAL PRES- 
IDENT, INTERNATIONAL BROTHERHOOD OF ELECTRICAL 
WORKERS, AS READ BY ORRIN A. BURROWS, LEGISLATIVE 
REPRESENTATIVE OF THE INTERNATIONAL BROTHERHOOD OF 
ELECTRICAL WORKERS 


Mr. Burrows. Mr. Chairman and members of the Senate Com- 
mittee on Interstate and Foreign Commerce, my name is Orrin A. 
surrows, legislative representative of the International Brotherhood 
of Electrical Workers. 
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I am presenting this prepared statement in behalf of International 
President Gordon M. Freeman. The organization is affiliated with 
the American Federation of Labor and Congress of Industrial Organ- 
izations as well as being affiliated with its subordinate departments, 
with its headquarters being located at 1200 15th Street NW., Wash- 
ington, D. C. 

The organization which I represent is international in scope with 
over 650,000 members in 48 States, Alaska, Hawaii, Panama Canal 
Zone, and in the Dominion of Canada. 

These members are employed in the building and construction trades,. 
electric utilities, in the metal trades, various other industries and by 
the numerous agencies of the United States Government. 

Our members employed on the Panama Canal are vitally interested 
- this legislation as introduced by Senator Magnuson, but we feel 

2167 does not fully protect our members eraployed on the Panama 
C ‘anal Zone. 

The IBEW is in full support of the statement which is to be made for 
the metal trades department of the AFL-CIO as it relates to S. 2167 
and the “clean bill” which has been proposed to replace S. 2167. 

Many of the provisions contained in S. 2167 we fully support, but 
we feel some revisions should be made to protect the workers on the 
Canal Zone. Under the present control over the management of the 
Panama Canal Zone Government and the Panama Canal Company, 
much dissatisfaction is evident among the workers, who have been 
required to assume many charges which they feel should be the obliga- 
tion of the Government itself. 

Under the revised “clean bill,” the pro rata costs would be assumed 
by the several agencies of the Federal Government, including the 
military, under a stipulated formula. In the event these costs are 
not paid by the agencies themselves, the amounts could be deducted 
from the tolls formula. 

The workers on the Canal Zone desire civilian control over the 
operation of the Canal Zone Government and the Panama Canal 
C ompany. 

The proposed “clean bill” as presented to this committee would 
accomplish this very thing, just the same as the provisions of S. 2167 
but there are a number of provisions in the “clean bill” which, if 
accepted by this committee in a “package,” would satisfy the workers 
to the extent that they feel “they could live with it.” 

I have made a number of trips to the Panama Canal since 1947. 
During the month of November 1952 the Secretary of the Army sent 
me to the Canal Zone as a member of a rent panel to investigate the 
housing situation on the Canal Zone. I have had the opportunity to 
see and discuss with the workers their many problems and I know 
they have real concern for the way things have been “run” in the 
past—they want a change for the better and this looks like the oppor- 
tunity to correct many of the evils that have existed in the w ay costs 
= e been shifted to the workers, over the years. 

I understand that the provisions of the “clean bill” do not conflict 
with the treaty provisions as negotiated between the State Department 
and the Republic of Panama. The proposal is to have BLS establish 
an expenditure pattern as to how employees on the canal spend their 
money and later have BLS establish a representative “market basket” 
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in comparison with an equivalent standard of living in the form of 
a Washington, D. C., market basket, which then could be converted 
into an “index.” 

This has much merit and would serve to stabilize the economy of 
the workers on the Canal Zone, upward as well as downward in con- 
formity with a pattern established here in Washington, D. C. 

The membership of our organization on the Canal Zone have special 
yroblems. The legislative representative of the Canal Zone Central 
ee Union-Metal Trades Council, AFL-CIO, Mr. Howard E. 
Munro, will appear before this committee to supply you with first-hand 
and detailed information. The IBEW endorses his position and rec- 
ommendations which he will make to the committee. 

I appreciate the opportunity of submitting this statement for your 
consideration. I thank you one and all. 

Senator Durr. Mr. Dilweg? 


STATEMENT OF LAVERN R. DILWEG, COUNSEL FOR UNITED 
STATES CITIZENS’ ASSOCIATION 


Mr. Ditwea. I am LaVern R. Dilweg, former Member of Congress 
from Green Bay, Wis., and practicing attorney in Washington, D. C. 
The United States Citizens’ Association member ship is composed of 
United States civilian citizens residing in the Canal Zone and I am 
acting as their counsel and Washington representative. 

This association is an active and aggressive one now strongly en- 
trenched and giving voice to the individual Company/Government 
employee interest and attitude on any and all matters which affect 
his welfare. 

The Congress of the United States and its legislative and appropria- 
tion committees have displayed a very positive interest in the affairs 
of the Panama Canal Zone in recent years. 

In 1948 the Congress reincorporated the Panama Canal under the 
provisions of the Corporation Control Act. In 1951 the corporate 
name was changed and the theory of operation was revised by Public 
Law 841. 

In the words of the House Merchant Marine and Fisheries Com- 
mittee: 

The fundamental change effected by the two laws was the change of the theory 
of operation of the canal from a spending agency of the Government into a busi- 
ness corporation charged with a necessity of earning enough money through 
the operations to meet the expenses, including interest and amortization on its 
costs, 

Section 7 of Public Law 841 requires the Company to reimburse the 
Treasury for the costs of the annuity to Panama and for the net oper- 
ating costs of the Canal Zone Government. 

The Appropriations, Armed Services, and Merchant Marine and 
Fisheries Committees of the House and Senate all exercise some juris- 
diction over Canal Zone affairs. The attention of these committees 
has in recent years been devoted to (a) determining if toll rates are 
proper; (b) effecting economies in Government operation in the zone 
by better business and accounting practices and by consolidations and 
reorganizations; (c) reducing special employee fringe benefits and 
the costs of services rendered to employees. ‘They have been particu- 
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larly interested in housing rentals, medical service charges, and the 
25 percent differential. 

The Senate Committee on Armed Services has handled the basic 
legislation relating to canal enterprise and the Committee on Appro- 
priations has made many field investigations and surveys which 
have resulted in directives in its reports and riders to appropriation 
acts, designed to correct deficiencies. 

In the House the Committee on Merchant Marine and Fisheries 
has handled the basic legislation and has been concerned with all the 
aspects of the canal enterprise except the military over which it has 
no jurisdiction. This committee has taken an interest for many years 
in the activities and operations in the Canal Zone and has included 
in its reports numerous directives to canal enterprise officials designed 
to correct weaknesses and deficiencies. in other instances it has 
concurred with the Senate Appropriation Committee in limiting riders 
to appropriation acts in an attempt to assure the accomplishment of 
the congressional intent. 

The 25 percent differential mentioned above is additional compensa- 
tion over base pay paid to United States citizen employees by the 
Panama Canal Company and Canal Zone Government. ‘The same is 
authorized by section 81, title 2 of the Canal Zone Code and has heen 
termed a “differential allowed for tropical service” and described as 
a payment somewhat in the nature of a recruitment incentive. 

On June 23, 1953, the Senate Committee on Appropriations directed 
the Panama ¢ anal Company to have an independent and comprehen- 
sive study made of all « ‘ompensation practices in the zone. The specific 
interest of the Appropriation Committee was to determine whether 
the 25 percent salary differential might justifiably be reduced. 

The management consulting firm of Booz, Allen, and Hamilton 
was selected to make the above-mentioned study. Their study in- 
cluded (1) analysis of conditions of work requiring extra compe nsa 
tion, (2) an appraisal of extra compensation ¢ urrently being paid, ( 

a review of compensation practices of private firms and Federal agen- 
cies in the area, and (4) recommendations. 

The penad ts Ga were (1) that the 25 percent differential be 
retained, (2) that the differential be tax free, (3) that rentals be 
reduced by 50 percent (the report found that a rental subsidy is no 
longer a part of the zone employees compensation in view of the level 
of present rentals), (4) that free transportation be provided for state- 
side vacations and for students attending school in the States (the 
former is already partially in effect following a recently enacted 
amendment to travel pay — Pubhie Law 737, 83d Cong.), and (5) 
that the status of other fringe benefits should remain the same. 

The Company through its board of directors concurred fully in 
the LB. A. and H. recommendations, 1, 2, and 5, above. It approved 
3 and 4 in principle but believed more study was needed to determine 
the exact amounts. 

The Company’s position is based on the belief that competent em- 
ployees can be attracted to the zone only with extra benefits and that 
any reduction in benefits will cause the loss of many experienced 
employees. The Company personnel director states in his annual 
report that recruitment of qualified personnel from the United States 
has become increasingly difficult. 
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The change in the theory of the operation of the canal under the 
provisions of Public Law 841 created many knotty problems for 
management, and particularly an uneasy and unsettled atmosphere 
for employees, when measures adopted had the effect of diminishing 
their total compensation, including a suggestion that their 25 percent 
differential should be reduced. 

I concluded that the best way to serve my clients’ interest was to 
try to obtain a complete implement: ition of the recommendations in 
the B. A. and H. report at the Company/Government level or if neces- 
sary through congressional action. 

It soon became evident that although the Company concurred in the 
B. A. and H. recommendations it would not place such recommenda- 
tions into force and effect without congressional action either in the 
form of legislation or directives. 

I then requested the Merchant Marine and Fisheries Committee of 
the House to review the operation of Public Law 541 for the purpose 
of developing testimony, relative to all issues involved, with a view 
to recommend to the appropriate jurisdictional committees remedial 
action, designed to improve the organization, management, and op- 
erational program carried on by the United States Government in the 
Canal Zone. 

Hearings on the operations of the Panama Canal Company and 

‘anal Zone C ompany were held before Subcommittee No, 3, Panama 
C anal, of the Committee on Merchant Marine and Fisheries starting 
Wednesday, June 9, 1954, and concluding July 7, 1954. All inter- 
ested parties were given an opportunity to testify including the Com 
pany, General Accounting Office, Bureau of the Budget, shipping 
interests, labor organizations, and our own association. 

An interim report was filed by this subcommittee in August 1954 
and on February 4.1955, a draft of a final report was submitted for 
use In an appendix ‘o the printed hearings by the Honorable John .J. 
Allen, Jr.. chairman of the Subcommittee on Pan Canal Affairs. 

In his letter of transmittal, Chairman Allen stated— 
the subcommittee never considered the draft of the report and the statements 
made therein, that the draft was for working purposes only and not an ex 
pression of any subcommittee opinion. 

He recommended that the subcommittee should be continued and 
that the report and material at hand would form a good starting place 
for further study. 

A subcommittee of the Merchant Marine and Fisheries Committee 
held hearings at Balboa, Canal Zone, on December 5, 6, 7, and 8, 1955, 
on various legislative proposals including companion bills to S. 2178 

I would also like the opportunity to present the statement of Mr. 
Collins, the president of our organization, who was here but had to 
return to the Canal Zone. 

Senator Durr. Do you want that made a part of the record ? 

Mr. Dinwes. Yes. I will read it. This background material may 
not be germane per se to the proposed legislation in S. 2167 but it 
serves the end of pinpointing the problems of the Company /Govern- 
ment employee. This group of highly efficient, skilled, and loyal 
staff of United States citizens who operate the canal have six good 
reasons why they are concerned about their future. 

1. Failure to implement the B. A. and H. recommendations either by 
the Company/Government or through legislation. 
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Policy of the Company/Government to recover all direct costs 
for goods and services rendered employees plus a contribution to 
indirect or general expenses. 

3. Price of sales and services rendered empunrces are charged with 
United States Government share of “fringe benefits” extended to the 
employees—in other Federal agencies the Government’s share is paid 
from appropriated moneys. 

4. Company’s policy on reclassification and downgrading of job 
standards result in replacement of United States citizens employees 
by a ns. 

The impact of treaty obligations. 

;. The C ompany’s policy of “contrac ting for work formerly done by 
( ih employees. 

Mr. Collins, president of the United States Citizens’ Association, 
will present the eee of our association on §, 2167 and the so-called 
clean bill draft No. 4 and/or comparative print. 

Before concluding my statement I must voice objection to the appli- 
cation of the Bureau of Labor Statistics formula to prices for all 
goods and services rendered by the Company/Government to em- 
ployees referred to on line 5, page 6 of draft No. 4 (comparative 
print, line 19, page 7). 

Public Law 841 placed the civilian organization which operates the 
canal enterprise on a commercial basis, without profit motive, but 
fully sustaining. Congress never intended that the Company make a 
profit on sales and services rendered C ompany/ /Government em- 
ployees, yet prices, for example, in the commissaries are established 
with the objective of m: iking a profit. 

The Company’s 1955 income statement shows a net operating in- 
come on 8 ales to employees and others of $2,073,034. Of this amount 
$1,256,000 represents the employees’ contribution used to defray ad- 
ministrative and general expenses, an amount equal to one-fifth of the 
whole. 

We must assume that the Company pricing formula for goods and 
services includes all direct costs. We know that each division is 

charged with the Company’s share of so-called fringe benefits ex- 
tended by Congress. Why should the United States citizens employee 
agree to a formula that will permit the Company to include indirect 
costs and profit items / 

We suggest the following amendment: that section 248a of “clean 
bill”, dr: aft No. 4, be amended by striking lines 6 through 11 on page 
6 and adding the alow ing language after the word “shall” on line 5— 
take whatever action is necessary to establish and maintain a cost of goods 
and services in the Canal Zone on a basis of direct cost only and excluding 
profit and the Company’s share of so-called fringe benefits. 

When the term “fringe benefits” is used in this statement it is in- 
tended to mean benefits received under Federal retirement, Federal 
insurance, social security, home travel leave, and so forth. 

General revenues of the Federal Treasury pay the Government 
share of these benefits in other Federal agencies and departments. In 
the zone the Company is expected to earn sufficient moneys to pay this 
share. Some plan should be considered which would provide the 
Company with a reimbursement out of Federal income taxes paid by 
the zone employee none of which returns to the zone at the present 
time. 
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Now then, if I may refer to the statement of Mr. John Winter D. 
Collins. 


(The statement is as follows:) 


STATEMENT OF J. W. D. CoLLINs, PRESIDENT, UNITED STATES CITIZENS’ ASSOCIA- 
TION, CANAL ZONE, AS READ RY LAVERN R. DILWEG 


Iam John Winter D. Collins, president of the United States Citizens’ Associ- 
ation of the Canal Zone. I was born in the Canal Zone and have lived there 
most of my life. I am employed by the Panama Canal Company. 

My association is very pleased at having an opportunity to present our views 
on this legislation that may so vitally affect the welfare of our nation and its 
citizens. 

We endorse the proposal of the bill to place the Panama Canal Company-Canal 
Zone Government under the Department of Commerce, but suggest that amend- 
ing language be introduced to protect the tenure of Company-Government 
employees from patronage raids and safeguard their job security, set a term 
of office for the Administrator-Governor and Deputy Administrator-Lieutenant 
Governor, and provide against the formation of a large staff in the Department 
of Commerce that would act as a burden on the corpo ’ 





) 


rate charge 


“To our knowledge, no other civilian agency of the Government has one man 


in charge who is concurrently boss, landlord, and guardian-censor of the 
employee's off-duty activities as is the Governor of the Canal Zone. This is 
considerable power to be placed in one man over a civil community such as 
the Canal Zone. We feel that future consideration should be given to th 


possibility that some form of elected local government be established for the 
Canal Zone, and that the Canal Zone be granted a delegate in Congress. 


We are in favor of the general language in section 4 (e) y 
of various governmental functions to their counterpart in the Federal servi 
but suggest that amending language be inserted to provide that the Pana 
Canal Company and/or the Canal Zone Government continue to perform th 
functions and bill the agencies concerned for their -osts. Such a_ provision 
would prevent duplication and promote efficiency. On the question of full 


cost charges for services (schools), the language should definitely show that 
either parent employed qualifies students for free schooling. 

Under section 5 of the bill we support the proposals of paragraphs (a) and 

b) but suggest that amending language be introduced in paragraph (c) to 
provide for an advisory board consisting 9% nine members rather than T—one 
of whom should be nominated by all the United States citizen employees of 
the Company-Government to represent them, and one nominated by the United 
States shipping companies using the canal. 

Under section 6 (a) we feel that, as employees cf the Company-Government, 
we should not be assessed in our payments for rent, telephone, power, or pur- 
chase of commodities for any share of the overall cost of operating the Panama 
Canal or the Canal Zone Government. It is not a customary practice of United 
States firms doing business abroad to charge their employees for the Company 
operating expenses or to subsidize business losses. We are not living in Wash- 
ington, D. C., nor are we living in the United States. We are living in a 
foreign tropical area. We would tike to be granted the same opportunity of 
price formula review as requested by the shippers—that is, a 6-month notice 
of a change and a hearing to justify the proposed change. 

At this point I would like to state that as Federal employees we deem it only 
proper that no employee of the Panama Canal Company and/or the Canal Zone 
Government be required to contribute a greater amount, directly or indirectly, 
for any fringe benefit than an emplvyee in an equivalent position in any other 
department or agency of the Federal Government is required to contribute for 
the same or a similar fringe benefit. At present we de contribute more. We pay 
not only our own share bat also contribute to the Company-Government’s share 
of the cost of Federal retirement, Federal insurance, social security, home leave, 
ete. 

No comment on section 7. We endorse section 8 as written. No comment on 
section 9 as written. 

We feel that section 10 is not clear as to ratio to determine proportionate 
share and suggest clarification to cover those activities existing to render 
service to employees of the Panama Canal Company-Canal Zone Government. 


75182—56 9 
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My association has no further comments on the bill as written, but would like 
to call your attention to an item that is presently causing great concern among 
the tax-paying American citizen employees of the Panama Canal Company-Canal 
Zone Government. This is a facet of the current economy drive which is taking 
jobs away from Americans and giving them to Panamanians (non-United States 
citizens) at a lower rate of pay. 

We, as United States citizens, must accept the basic tenets of the treaty with 
the Republic of Panama. We do, however, vigorously oppose any policy of 
adminiat ration which permits displacement of incumbent United States citizen 
employees with aliens at lower rates of pay while exempting them from fulfilling 
the requirements of presently existing United States Civil Service standards of 
proficiency, specialized training, and their establishment as safe security risks. 
We cannot condone any lowering of standards, for the sake of economy, which 
will undoubtedly reduce the efficiency in operation of the Panama Canal. We 
cannot be reconciled to the logic that a noncitizen of the United States could 
serve as loyally a foreign government as a citizen of the United States would 
serve his own country, especially if, in event of a world conflict, he must make 
a choice of loyalty. The United States citizens working in the Panama Canal 
Zone are proud of the past success in the operation of the Panama Canal. We 
realize that this could only have been accomplished by a most efficient working 
force. We are proud to be a part of the foree responsible for its continued 
efficient operation. We consider the Panama Canal to be one of the most valu- 
able investments of the people of the United States of America. We are loath 
to permit the further opening of any avenues whereby the security and prestige 
of the United States in this operation may be lowered, and at the same time 
make way for the control of this vital installation to be gradually turned over 
to aliens who owe no allegiance to the United States. 

It is our contention that replacement of United States citizens being paid, 
for example, $2 an hour, with aliens at a rate of 50 cents an hour will help 
neither our own Government, the Panamanian Government, the citizen employee, 
nor the alien employee. 


Senator Durr. Thank you, Mr. Dilweg. 
Mr. Charles FE. Eckert. 


STATEMENT OF CHARLES E. ECKERT, LEGISLATIVE ATTORNEY, 
OFFICE OF THE COMPTROLLER GENERAL, ACCOMPANIED BY F. H. 
BARCLAY, ATTORNEY, OFFICE OF THE GENERAL COUNSEL, AND 
W. A. NEWMAN, ASSOCIATE DIRECTOR OF AUDITS 


Mr. Ecxerr. I am Charles E. Eckert from the office of the Comp- 
troller General. I have Mr. Barclay, from our legal staff, and Mr. 
William A. Newman, our associate director of audits, who had charge 
of the operations of our audit of the Panama Canal. 

I have a statement, Mr. Chairman, which will deal with the bill 
S. 2167 and the revised version. I would like generally to say that 
since the reorganization in 1951 the General Accounting Office as the 
independent ae of the Congress has reviewed the operations of 
the Panama Canal and has made recommendations to carry out what 
we have env paaal was the intent of the Congress in the enactment 
of the Reorganization Act of 1951, that the canal be on a self-sustaining 
basis. 

[ would like to say that, as Mr. Mayer has testified, the General 
Accounting Office is generally in agreement with the proposals made 
in S. 2167 as revised. However, I want to point out that we look 
upon this revised version of S. 2167 as developing our recommenda- 
tions as they would benefit the industry. We would like to take it a 
step further and ask or urge that the committee consider those other 
recommendations which we feel are necessary to protect the interests 
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of the United States and its taxpayers in connection with the Panama 
Canal. 

As we envision this, the bill would in effect benefit the industry and 
not safeguard what we believe to be the intent of the original legisla- 
tion, or the basic Reorganization Act, the overall interests of the 
United States in effecting a self-sustaining self-liquidating operation. 

If the Chairman wishes, I will try to proceed to analyze these 2 bills. 

Senator Durr. Very well. 

Mr. Eckert. As the committee is aware, we have been very closely 
associated with the operations of the Panama Canal through our audit 
activities. Reports on audit of these activities have been prepared 
and furnished to the Congress for each year since the reorganization, 
effective July 1, 1951. We are pleased that many of the recommend: ws 
tions contained in those reports are being considered in the proposed 
legislation now before the committee. 

Our views on the bill, S. 2167, were fully set forth in a report to this 
committee dated August 1, 1955. Our purpose today will be to sum- 
marize those views for the benefit of the committee and to relate 
the changes which are proposed in the revised draft of S. 2167, as well 
as additional recommendations which we feel are necessary to simplify 
administration and place and the canal upon a self-sustaining and self- 
liquidating basis. 

Section 1 of S. 2167 would designate the Panama Canal Company 
as a corporation in the Department of Commerce. The revised draft 
of the bill would delete this section. ‘This section appears to have no 
substantive purpose and we have no objection to the deletion. 

Section 2 of S. 2167 provides that the corporation shall be repre- 
sented by the Secretary of Commerce. Since this bill pertains only to 
the activities of the Panama Canal Company, there exists a possibility 
of jurisdictional division, the Company to be under the supervision of 
the Secretary of Commerce and the Canal Zone Government to be 
under the supervision of the Secretary of the Army. Sections 1 and 3 
of the revised bill would place supervision of the Canal Zone Govern- 
ment and the Panama Canal Company under the Secretary of Com- 
merce. This would eliminate the divided jurisdiction factor. How- 
ever, it would not fully carry out our recommendation that the fune- 
tions of the Canal Zone Government and the Panama Canal Company 
be performed by a single independent agency. We believe that a single 
agency operation would provide for more efficient and economical 
operations and the elimination of many problem areas such as dual 
financing and the application of laws governing operations which 
— for agencies and corporations. 

S. 2167 contains no a ision comparable to section 2 of the revised 
draft. The new section 2 2, however, is consistent with the management 
provisions of section 4 of S. 2167 (section 5 of the revised bill). While 
under both the present law and S. 2167 the term of the Governor is set 
at + years, the revised language would place no time limitation on his 
tenure in office. 

Section 3 of S. 2167 and section 4 of the draft are concerned with the 
reimbursement to the Panama Canal Company and Canal Zone Gov- 
ernment for goods and services. As stated in our report on S. 2167, we 
are in entire agreement with this concept. However, we are conc erned 
with the language of the proviso beginning on line 23, page 3, of the 
revised draft, which would apply the full cost theory to all employees 
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other than those of the Panama Canal Company and the Canal Zone 
Government. As to Federal employees, we feel that provision should 
be nrade for reimbursement to the Canal Zone Government by the em- 
ploying agency of the full cost of the services less amounts paid by the 
employee. This follows the policy laid down in section 106, Civil 
coe Appropriation Act, 1954 (67 Stat. 202), and section 105, 

‘ivil Functions Appropriations Act, 1955 (68 Stat. 335). Also, we 
believe that provision should be made in this section of the bill to 
make the appropriations of Government agencies available to reim- 
burse the canal enterprise for services rendered. 

Neither S. 2167 nor the rev ised draft provides for the inclusion of 
interest on the investment in the Canal Zone Government in the net 
cost of operation of the Canal Zone Government. Our view as set 
forth in our audit reports is that interest is properly payable on the 
Government’s investment, including the Canal Zone Government. 
Kxemption of interest on the investment in the Canal Zone Govern- 


ment has the ffe ‘t of giving financial benefits to ship operators, ap- 
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prox! mate ly two- thir Is of which are foreign. 
No provision is made either in S. 2167 or the revised draft for 


reimbursement to the Treasury of any increase in annuity payments 
arising out of treaty agreements ent red into subsequent to March 2, 


1936. Thus, the annuity increase covered by the recent treaty with 
the Republic of Panama would be charged to the Treasury of the 
United States. It does not appear that the amount of such annuity, 
when considered in relation to the revenues from the operations of 
he eanal., ean be said to be so disproporti onate as to require its as- 
sumption by the Government. As stated above, approximately two- 
thirds of the vessels using the canal are foreign. Considering these 
facts and consistent with the principle that the canal enterprise 
should be self-sustaining, it is not apparent to us ee the Federal 
Treasury should subsidize these operations. 

Section 5 of S. 2167 wou aa | require that facilities not used in actual 
transit be self-supporting. We question the practicability of such a 
legislative mandate since many of the business activities are basic ally 
unprofitable. Section 6 of the revised draft provides that facilities 
not used in actual transit be operated in a manner to be self-support- 
ing “to the extent practicable.” The revised language removes our 
cbjection to the “self-supporting” provision of S. 2167. We have 
consistently expressed the view that the losses on business operations 
should be reduced to a minimum. The resultant losses, if any, then 
clearly would represent an element of the cost of operating the canal 
and thus, in our opinion, be for recovery through tolls. 

Section 6 of the revised draft includes a pricing provision not includ- 
ed in S. 2167 covering goods and services rendered by the Panama 
Canal Company and the Canal Zone Government to its employees. As 
recommended in our audit reports, we concur with the basic concept 
of the proposed pricing policy. However, we are not satisfied that 
the proviso as presently worded would carry out the full purpose 
intended. We believe the pricing provision should apply to all 
employees in the Canal Zone irrespective of the department or agency 
with which they are employed and that, therefore, the word “its” 
in line 4, page 6, is for deletion. We feel the Bureau of Labor Statis- 
tics should survey the cost of living annually at the Canal Zone site, 
as well as in the District of Columbia, and should furnish its inde- 
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vendent findings to the Administrator. The language of the revised 
bill is not a clear mandate in that regard. We believe that the adop- 
tion of a pricing policy which would establish a cost of living in the 
Canal Zone at the level in the District of Columbia would operate 
to protect employees against higher prices than paid by other Gov- 
ernment employees in the United States, while at the same time assur- 
ing the recovery of maximum revenues from the sale of goods and 
services, 

In line with our general recommendation that all services rendered 
by Government agencies should be paid for by the canal organiza- 
tion, we would suggest that provision be made for reimbursement to 
the Bureau of Labor Statistics for its expenses in conducting the 
required surveys, such amount to be deposited by the bureau to the 
miscellaneous receipts of the Treasury. 

That portion of section 5 of 5S. 2167, beginning on page 6, line 23— 
see also lines 3 to 7, page 7, revised bill—re fers to section 607 of the 
Federal Employees Pay Act of 1945 relating to personnel ceilings. 
The language concerning section 607 is no longer nec essary since such 
section was repealed by section 301 (85), Public Law 784, 81st Con- 
gress, 64 Stat. 843. 

Section 7 of S. 2167 would limit the corporation’s retention of funds 
to amounts suflicient to cover necessary working capital requirements, 
together with reasonable foreseeable requirements for authorized 
plant replacement and expansion, for 1 fiscal year. This same pro- 
vision is carried in the revised draft as section 8. This provision is 
consistent with our recommendation. 

Section 8 of S. 2167 pertains to prescription of measurement rules 
and rates of tolls. It provides for public hearings and for judicial 
review. We are in agreement with this provision. Section 9 of the 
revised draft is similar except that it does not require the approval 
of the President of toll rates. 

Section 9 of S. 2167 would revise present law to limit the inclusion 
of the cost of facilities and appurtenances for toll purposes to those 
directly related to the operation of the canal. In the revised draft the 
word “directly” has been eliminated. In our report on the bill we 
pointed out that we interpret existing legislation as embracing this 
concept. However, we do not agree with such concept. It is our 
view that the net cost of all facilities and appurtenances, directly or 
indirectly related to the operation of the canal, should be an element 
in the fixing of tolls. 

Section 9 of S. 2167 also provides a formula for determining an 
appropriate share of Canal Zone Government net costs for consider- 
ation in the fixing of tolls. The revised draft contains an identical 
provision. 

If the bill S. 2167 is to be considered in its present form, we suggest 
that the allocation of the share of net costs of Canal Zone Government 
be on the basis of gross investment in fixed properties. However, 
under the pricing policy provision of the revised draft, we can see 
no justification for any allocation of Canal Zone Government costs 
and recommend that the allocation provisions be deleted. 

Pe revised draft proposed eliminates many of our objections to 

2167. However, we believe that the bill is still deficient in three 
oe respects : (1) Recovery of business losses, (2) depreciation or 
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amortization of canal construction costs, and (3) systematic liquida- 
tion of the Government’s investment in the canal enterprise. 

As we have pointed out in our reports, neither existing legislation 
nor the present proposal provide any means for the payment of 
losses on business operations. We have interpreted existing legisla- 
tion as not authorizing the charging of these business losses to tolls. 
If the bill is not so modified, the C ongress will be faced with appro- 
priating funds to cover these substantial losses—estimated by us to 
have been approximately $23 million since the reorganization in 1951 
through June 30, 1955. 

It is our view that, since steps have been taken to assure the payment 
by Government agencies of the cost of services performed for such 
agencies and since it is now propose ‘d to adopt a pricing policy which 
would assure maximum revenues from the service operations, any re- 
sultant losses on the business activities obviously represent a cost of 
operation of the canal. As such, we feel very strongly that such 
losses, if any, are proper for consideration as an element of cost 
for determining toll rates. 

No provision is made in the bill for the recovery of depreciation 
or amortization on canal construction costs in the amount of approx- 
imately $340 million. These costs consist of excavation and fill of 
channels, harbors, basins, dams, spillways, and other tangible and 
intangible construction costs. 

Unless depreciation or amortization of these construction costs is 
recognized in establishing toll rates, the United States Government 
will recover only a small part of its investment in the canal. We 
believe that these costs should be recovered from tolls. It is our view 
that these costs should be amortized over the estimated useful life of 
the canal which in the case of locks and chambers has been estab- 
lished as 100 years and that such depreciation or amortization should 
be computed from 1914, the date the canal was opened to traffic. 

Our analysis of the operations for the period 1914 to 1951 dis- 
closed that the income was suflicient to cover all costs, including the 
depreciation or amortization costs for that period. There is pres- 
ently pending before the House a bill, H. R. 5733, which has for 
its purpose the amortization or depreciation of these construction 
costs. However, this bill would provide for the amortization or 
depreciation, starting July 1, 1951. 

No provision is made for the systematic liquidation of the Govern- 
ment’s investment in the Panama Canal Company. In order that the 
Government will receive annually a reduction of its investment, the 
amount of the total depreciation or amortization each year should be 
deposited into the United States Treasury. The existing legislation 
provides for a similar plan for repayment of the Government’s in- 
vestment in the Canal Zone Government by providing that the Com- 
pany reimburse the Treasury annually for depreciation of Canal Zone 
Government properties. Thus, the investment of the United States 
in the Canal Zone Government is being liquidated in a systematic 
manner. The referred to bill, H. R. 5733, provides that the amount 
of the annual depreciation and amortiz: tion of the canal’s construc- 
tion costs be deposited into the Treasury as a reduction on the Gov- 
ernment’s investment. We feel that the total annual depreciation and 
amortization of the canal enterprise should be deposited annually. 
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We feel that the foregoing recommendations are essential if the 
canal is to operate on a self-sustaining and self-liquidating basis. 
We further feel that if these recommendations are adopted, the re- 
sult will be equitable and fair to the employees, the shippers, and the 
Federal Government. We have found in our examination of the 

canal enterprise that applying these recommendations to the opera- 

tions since the reorganization in 1951 the net income would have been 
sufficient to cover all costs and leave a retained income of about $12 
million for the 4-year period ending June 30, 1955. Thus, the existing 
toll rates have been sufficient to cover these costs. The revised draft 
of S. 2167 should operate to increase the income of the Company. 

In our reports on the Panama Canal enterprise we have made certain 
additional recommendations which we feel warrant serious considera- 
tion. These recommendations are as follows: (1) Creation of a 
single independent agency, (2) transfer of emergency fund into the 
United States Treasury as a dividend, (3) transfer of Canal Zone 
postal service to the Post Office Department, (4) provide a reserve for 
contingencies, and (5) make differential and leave privileges for canal 
employees consistent with those applicable to other Government 
employees. 

We shall be glad to discuss any of these matters in accordance with 
the desires of the committee. 

Mr. Bourson. I have one question. At the bottom of page 7 you 
say “No provision is made for the ree overy of depreciation or amortiza- 
tion of canal construction costs.” Just for the record, are the canal 
construction costs 100 percent designed to be recovered, according to 
your concept? Or has any part of the construction costs been charged 

to the military ? 

Mr. Ecxerr. No part has actually been charged. Our position is 
that if this is to be a self-sustaining and self-liquidating operation, we 
must recover those costs. They were not charged. Mr. Newman 
might be able to throw some light on what the position was at the 
beginning. 

Mr. Newman. The canal construction costs, if we can go back quite 
a way, consisted of the construction costs as mentioned here, plus 
certain defense facilities, improvements that were made to the locks 
and chambers. As a matter of fact they worked on the third locks 
prior to the war, and then that operation was suspended because of 
the war. 

The Company has made an appraisal, and an inventory of all the 
eer that were transferred from the Panama Canal Agency to 
the Company. In that appraisal which the Board of Directors has 
now submitted to the Director, Bureau of the Budget for his final ap- 
proval, as required by the basic legislation, there is in the neighbor- 
hood of $90 to $100 million which have been segregated and set 
aside as defense costs. They have been eliminated. 

Senator Durr. They have been completely segregated from the 
other operation ¢ 

Mr. Newman. Correct, sir. Which leaves a remaining balance of 
somewhere around $400 million gross of the facilities that are actually 
used for transiting of ships and taking care of them. 

Senator Durr. And everybody who uses the place gets the benefit 
of that ? 

Mr. Newman. You are right, sir. 
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Mr. Bourson. So in your concept approximately one-quarter to one- 
fifth of the cost of the canal might well be considered as of value to 
the military, and therefore charged off so that they would not have 
to be supported by the commercial operation ¢ 

Senator Durr. It isn’t so much charged off as separated. 

Mr. Ecxert. I think our position is this, Mr. Chairman: We have 
been able to isolate and segregate those things which actually were 
defense facilities. They are not included in here. The further step 
in operations is that the Defense or any other department pays their 
share of the toll of their ships. Under this bill the Defense Depart- 
ment would then go beyond that as they are doing today, because 
of the directives of the Appropriations Committee with reference 
to hospitals and schools, they would now go beyond this and pay 
for any facility, the element of which is determined to be for defense 
purposes. 

Mr. Newman. The Appropriation Act provides that the Depart- 
ment of Defense will pay for the cost of maintaining these defense 
facilities. 

Senator Durr. In other words, the defense aspect of the canal is 
something that appertains to the security of the Government, rather 
than to the use of the canal ? 

Mr. Newman. Correct. 

Senator Durr. And therefore should not be apportioned as a cost 
to those neutrals who use the canal ? 

Mr. Newman. That is correct. 

Senator Durr. On the other hand, it is of benefit to us by virtue of 
the fact that there are two things that are of value. One is the com- 
mercial use, and the other is the military use. 

Mr. Newman. That’s right, sir. 

Senator Durr. That is your idea? 

Mr. Newman. Most of these defense facilities were put in to protect 
the canal. There is some question. We don’t enter into the subject 
of whether an atomic bomb would destroy the whole canal. But the 
facilities are there. , 

Senator Durr. That is the concept on which this setup was made. 

Mr. Eckert. I might say, to be sure this is clear, that this would 
not entail any portion of the overall cost as being attributed to na- 
tional defense. In other words, we are speaking here of recouping the 
Government’s investment. ‘That means total investment except for 
specific items that might be allocated to defense. But it would not en- 
compass any payment, let’s say, by the United States for building the 
canal itself for defense purposes. 

Senator Durr. In other words, you are keeping certain costs con- 
stantly separate in order to get an idea of the overall picture with 
reference to the defense use. 

I am afraid that I am going to have to vote. How many more wit- 
nesses do we have? 

Mr. Bourson. Mr. Moloney of the Association of American Rail- 
roads and possibly a representative of the Bureau of Labor Statistics. 
If not, we can insert Mr. Clague’s letter in the record. 

Senator Durr. Does that complete everyone who wants to be heard ? 

Mr. Bourson. Is Mr. Moloney here? 

Mr. Movonry. Yes, sir. 
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Mr. Bourson. Mr. Moloney, would you like to read your state- 
ment ? 

Mr. Moroney. I would prefer to read it. 

Senator Durr. Unfortunately, Mr. Moloney, I have a very im- 
portant vote that I have to attend to. If you care to, you proceed 
to read it. I am sorry that I can’t hear it but this has first call. 


STATEMENT OF WILLIAM M. MOLONEY, GENERAL ATTORNEY, 
ASSOCIATION OF AMERICAN RAILROADS 


Mr. Motonry. First I would like to state that my remarks are 
addressed to the original form of S. 2167 and not particularly to the 
so-called “clean bill” or bills to which reference has been made. 

We have not had an opportunity to examine them too carefully. 
It may be that there are some changes made on which we would care 
to express a later opinion and we ask that privilege. 

My name is W. M. Moloney and I am a general attorney of the 
Association of American Railroads. I would like first to express 
my appreciation of the opportunity to make the following statement 
and hope that it may be of some benefit to this committee. 

This statement is submitted on behalf of the member lines of the 
AAR in their dual capacity as common carriers by railroad engaged 
in interstate commerce and as substantial Federal taxpayers. As 
such, they would be materially affected by certain provisions of 
S. 2167. 

I appear to express our opposition to those provisions of S. 216 
that would have the effect of substantially reducing the rate of tolls 
and consequently reducing the revenues of the Panama Canal Com- 
pany so as to create, on the whole, a deficit operation. 

We are not particularly concerned with the changes S. 2167 would 
bring about in the organization and adminis tration of the Panama 
Canal Company. We, however, are seriously a with the 
proposition that the Panama Canal, in its overall aspects, shall be a 
self-supporting agency and that adequate charges bi exacted of those 
who use its fac ilities for commercial gain. 

This is the position to which we have adhered in making known 
our views with respect to prior legislation affecting the Panama 
Canal. It is a position we believe supported by justice and reason 
and yet it is one which would not likely be achieved under S. 2167. 

Enactment of S. 2167 would inevitably result in a substantial 
reduction in the rate of tolls and just as surely in a deficit operation 
of the canal and zone activities as a whole. 

The provisions of the bill would eliminate from consideration in the 
fixing of toll rates a large amount of the corporate expenses and 
financial obligations of the Panama Canal Company. It would result 
in numerous operations and functions being carried on at substantial 
losses and would prohibit the recovery of “such losses through tolls. 
While it is difficult, if not impossible, to determine with any degree 
of certainty the reduction in tolls and loss in revenues that would 
result from enactment of S. 2167, the reduction would far exceed 
the percentage reduction which the Comptroller General, in his 1954 
audit report, said would result in an annual net loss in the operation 
of the Panama Canal Company. 
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In such a report it was stated that a 10-percent reduction in revenue 
from tolls, without offsetting reduction in losses from other activities, 
would result in an annual net loss to the Panama Canal Company. 

In its third annual report, fiscal year ended June 30, 1954, the 
Panama Canal Company showed total revenues from tolls amounting 
to $37,191,106—including credit for tolls on United States Govern- 
ment vessels. In the same report net income of the Panama Canal 
Company is tentatively stated as $4,160,010. Included in this stated 
net income is a $3,888,957 credit for tolls on United States Govern- 
ment vessels. 

The effect of the allocation of general corporate expenses and finan- 
cial obligations that would be required by section 5 of S. 2167 and 
of the restrictive language of that section and of section 9 may be 
illustrated by referring to the 1954 annual report of the Panama 
Canal Company and the 1954 audit report of the General Account- 
ine ( fice. 

In its annual report the Panama Canal Company classifies its serv- 
ice into three general categories: (1) Canal and other marine oper: 
tions, (2) allied maritime operations, and (3) supporting service 
oper ations. Before deduction of general corporate expenses, these 
3 services had a combined stated operating net income of $28,331,058. 

General corporate expenses, representing net cost of Canal Zone 
Government, interest payable to United States Treasury, and admin- 
istrative and other general expenses amounted to $24,171,048, leaving 
the net income as tentatively stated, of $4,160,010. 

In its reports the Panama Canal Company makes no allocation of 
these general corporate expenses to the activities constituting the three 
service classifications, for the stated reason that it is impracticable if 
not impossible to make such allocation of these joint expenses. 

The General Accounting Office made a rather arbitrary allocation, as 
explained on page 13 of the audit report. Canal and other marine 
operations are treated as strictly canal activities, while allied mari- 
time operations and supporting service operations are considered busi- 
ness activities. 

The result of the allocation of general corporate expenses as made 
by the General Accounting Office was to show a stated net income for 
canal activities of $9,530,645 and a net loss from business activities of 
$5,370,635—leaving net income, as reported by the Panama Canal 
Company, of $4.160,010. 

The provisions of S. 2167 would wholly prevent the recovery of 
these business losses through tolls. In this respect, section 9 of S. 
2167 amends subparagraph (b) of section 412 of the Canal Zone Code 
so as to provide that tolls shall be prescribed at a rate or rates calcu- 
lated to cover, as nearly as practicable, all costs of maintaining and 
operating the Panama Canal, together with the facilities and appur- 
tenances directly related thereto. See also section 5 of S. 2167 

The amendment here referred to and made by section 9 is the inser- 
tion of the word “directly” in referring to the costs of maintaining 
and operating facilities and appurtenances related to the Panama 
Canal. 

If the business activities which resulted in a $5,370,635 net loss dur- 
ing the fiscal year 1954, computed upon the basis of allocation made 
by the Comptroller Gener al, may not be considered as directly related 
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to operation of the canal, a substantial reduction in tolls would result 
and such losses would go unrecovered, with the Panama Canal Com- 
pany operating ata deficit. 

I might insert at this point that the $5 million loss that I mentioned 
is not an actual loss shown by the report of the Panama Canal Com- 
pany. It is a loss calculated after the distribution of the general 
administrative expenses and charges, by the Comptroller Gene eral, 

In actuality, the business services that are so made to reflect a $5 
million loss are shown by the Panama Canal Company’s report to have 
made a contribution over and above direct costs, a contribution to over- 
head and general administrative expenses of in excess of $4 million. 

It is apparent, therefore, that if tolls could not have been made so 
as to cover losses from business operations during the fiscal year ended 
June 30, 1954, then, upon the basis of expense allocation m: ide by the 
Comptroller General, toll revenues would have been approximately 
$5.3 million less and the Panama Canal Company would have operated 
at a net loss. In such event appropriation would have been necessary 
to cover the companywide loss. 

This provision of S. 2167 is directly contrary to the recommenda- 
tion of the Comptroller General that the Canal Zone Code be amended 
so as to require that losses sustained by the Panama Canal Company 
in the operation of business activities be included in the basis for de- 
termining toll rates. I might also insert at this point that that rec- 
ommendation by the C omptroller General was apparently as a result 
of the allocation of general administrative expense to the so-called 
business services, and the resultant loss that was shown—or in other 
words, the conversion from a $4 million contribution to general ad- 
ministrative re or an operating net income of that amount to 
a net loss of $5 million. 

This recommendation is based upon the belief, in which we concur, 
that any losses from operating business activities nec ne y in support 
of the canal activity, direc tly or indirectly, should be recovered 
through tolls. It is difficult for us to conceive of an ac tivity which 
is not carried on in support of or as a necessary result of the existence 
and use of the canal. To the extent that such activities are not or 
cannot be self-supporting, the canal activity itself should bear the 
burden. 

S. 2167 makes a further and substantial change in the basis for 
determining toll rates. This change is also brought about by section 
9 of S. 2167. The present law provides that an appropriate share 
of the net costs of operation of the agency known as the Canal Zone 
Government shall be included in the basis for determining toll rates 
and that, in the determination of such appropirate share, substantial 
weight shall be given to the ratio of the estimated gross revenues from 
tolls to the estimated total gross revenues of the Company, with cer- 
tain exclusions. 

Section 9 of S. 2167, however, would provide that a proportionate— 
rather than appropriate—share of the net costs of the Canal Zone 
Government shall be so included in the tolls base and that such pro- 
portionate share shall be based entirely on the revenue ratio re- 
ferred to. 

Making the revenue ratio the sole basis, as provided by S. 2167, 
would result in there being included in the tolls base a substanti: ally 
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lesser portion of the net costs of the Canal Zone Government. As 
pointed out by the Comptroller General in the 1954 Audit Report, use 
of the revenue ratio as the sole basis for allocation would have resulted 
in only 55 percent of the Canal Zone Government’s net costs being 
included in the tolls base for 1952, 63 percent for 1953 and 65 percent 
for 1954. 

I would like also to insert at that point that that statement is 
based on the revenue ratio as described in the present act. 

S. 2167 would change the specification of that ratio by the exclusion 
of revenues only to transactions between divisions of the Company, 
and as the Governor I believe pointed out in his statement, the effect 
of that of course would be to have a substantially different ratio, 
and under that different ratio even a lesser percentage than those I 
have mentioned would have been included in the tolls base. 

This provision in S. 2167 is opposed to the recommendation made 
to the Congress in the 1954 Audit Report of the Comptroller General. 
It is there recommended that, if any formula is to be specified in 
legislation, such formula be upon the basis of gross investment in 
fixed properties. The recommendation is premised upon the fact that 
it is highly undesirable, if not impracticable, to increase or decrease 
tolls from year to year, as would be required by the unstable base of 
the revenue ratio. 

It is pointed out that, should the Company strictly follow the rev- 
enue basis for allocation, it would affect annually the rentals, utility 
rates, and food prices paid by Company employees, and the price 
of supplies, dock and other services paid by shippers. 

Using 1953 as an illustration, the formula used by the Company 
resulted in allocating to the transitting activity some $9,439,956 of 
the net costs of the Canal Zone Government. On the revenue ratio 
prevailing for that year only some $7 million would have been so 
allocated. This would result in an additional $2,439,956 being re- 
moved from the toll base. 

\s I have stated, it is our position that the entire Panama Canal 
activity should be self-supporting and if this means that all or any 

ortion of the Canal Zone Government’s net costs must be recovered 
om tolls, we think it only reasonable to do so. Lf, however, a change 
is to be made from the present basis of allocating such costs, then 
we subscribe to the Comptroller General’s recommendation that the 
basis be that of gross investment in fixed properties. 

The basis of gross investment in fixed properties would fluctuate 
little from year to year and would be analogous to the property valua- 
tion basis upon which ad valorem taxes are assessed for municipal 
corporate purposes. On the basis of gross investment in fixed prop- 
erties, as recommended by the Comptroller General, approximately 
$8,800,000 would have been chargeable to that activity in 1953. 

There are other and important recommendations that have been 
made by the Comptroller General each year in his audit report 
and which are not reflected in existing legislation nor provided for 
by S. 2167. Among these is the recommendation that toll rates be 
calculated to include an allowance for contingencies in costs and 
to include depreciation or amortization of canal construction costs 
spread over the estimated useful life of the waterway from 1914 or 
from the date the asset was placed in service, if later than 1914. 
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About 75 percent of the costs of construction and improvement of 
the Panama Canal, or $340 million has not been depreciated or amor- 
tized since 1914. This Government investment should be returned 
to it and this can be done only by adequate depreciation or amortiza- 
tion charges included in the tolls base. 

The purpose of toll rates, as stated by the Committee on Appropria- 
tions, House of Representatives, on the civil functions, Department 
of the Army, appropriation bill, fiscal year 1954, is not only to 
provide necessary revenues for operation of the canal but also to 
amortize the Federal investment therein. 

That committee pointed out that no steps had yet been taken for 
complete amortization of construction costs of the canal, including 
interest during construction, and that such steps should be taken at 
once. 

It was further recommended in the audit report that the Panama 
Canal Company be Fe an to pay interest on the investment of the 
United States in the Canal Zone Government. 

I believe these two recommendations were again renewed by the 
witness for the General Accounting Office who just preceded me. 

The net effect of the two above recommendations would have been 
to increase expenses for the fiscal year 1954 by $1,950,000. This 
would have reduced the reported net income of the Panama Canal 
Company for that year from $4,160,010 to $2,210,010. 

I turn now to the position that the users of the canal facilities for 
commercial purposes should pay adequate charges for their use 
thereof. The present toll rate is 90 cents per net Panama Canal ton 
for laden vessels and has been in effect since 1938. 

The rate has remained at this level in spite of the general rise in 
cost of labor and materials since that date. That this rate of toll 
has in no way impeded the free flow of traffic through the canal is 
evidenced by the fact that Panama Canal net tonnage of transiting 
vessels, tons of cargo, and revenue from tolls reached an all-time 
high during the fiscal year 1954. It may have even gone higher in 
1 955, but I do not have those figures. 

It is important to keep in mind that the rate of 90 cents applies 
to Panama Canal net measurement tonnage, since there is a tendency 
to confuse that with tons of cargo. 

In 1948 the average toll per ton of cargo paid by American ships 
was 75 cents and such average toll per cargo ton for ships in inter- 
coastal trade was 69.1 cents. It is also important to keep in mind 
the traffic that constitutes the greatest cargo tonnage passing through 
the canal. 

In 1948 the lowest rate was 17.44 cents per cargo ton for iron ore. 
Mineral oil then paid 47.94 cents per cargo ton, nitrates 46 cents, 
wheat 49.96 cents, and lumber 54.56 cents. “In 1954 laden tank ships 
= an average toll of between 48 and 49 cents per cargo long ton, 
laden ore ships paid an average rate of approximately 17 cents per 
cargo long ton, while laden general cargo ships paid an average of 
approximately 78 cents per cargo long ton. These rates per cargo 
ton are the significant rates in any economic consideration of laid 
a n price of cargo on either the east coast or west coast of the United 
states. 
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West coast shipping interests have, from time to time, urged that 
a reduction in the Panama Canal tolls would have a substantial bene- 
ficial economic effect on laid down prices and consumer costs on the 
east coast. Any such benefit would be at the cost of a substantial 
deficit operation of the Panama Canal and at the expense of the 
taxpayer. 

Lumber, the largest single commodity and representing consider- 
ably more than 50 percent of total tonnage moving through the 
Panama Canal from the west coast to the east coast of the United 
States, may be used as an example. I would like here to refer to 
test. mony before the House subcommittee at a hearing held on June 

97, 1950, on H. R. 8677, 8ist Congress, 2d Session. 

A representative of the West Coast Lumbermen’s Association and 
the Intercoastal Lumber Distributors Association, at pages 84-85 of 
those proceedings, stated that 1,021,381,000 feet of lumber was shipped 
from Oregon eng Washington to the Atlantic coast through Sr 
Panama Canal in 1949 and that this was the equivalent of 1,276,72 
tons. 

He also stated that the then intercoastal shipping rate was $26.50 
per thousand board-feet and that this represented 25 percent of the 
delivered price laid down on the east coast. Their delivered price 
at that time, therefore, was $106 per thousand board-feet. 

Now taking his figures and translating them into terms of pounds 
per thousand board-feet, we find that 2,800 pounds represents a thou- 
sand board-feet. As I have previously stated, the toll on lumber mov- 
ing through the Panama Canal at that time averaged 54.56 cents 
per cargo long ton. 

It appears, therefore, that the canal toll on a thousand board-feet, 
2,800 pounds, would be 68.75 cents, on the average. Now this 68.75 
cents represents six-tenths of 1 percent of the then laid down price 
on the east coast. 

If tolls were reduced 10 percent, the Panama Canal Company would 
have a deficit operation and yet this would represent a reduction of 
less than 7 cents in the laid down price per thousand board-feet on 
the east coast, or $106 to $105.93 per thousand board-feet. 

I have used a figure of 10-percent reduction in tolls because the 
Comptroller General pointed out that such a reduction in tolls would 
result in the canal’s operation at a deficit. 

It is inconceivable that a reduction of 7 cents in the price per 
thousand board-feet on the east coast uel have any appreciable 
effect on the consumer, yet such a reduction in tolls would throw the 
Panama Canal Company into a deficit operation. 

Improvement in vessel design and cargo handling and stowage are 
resulting in the transiting of greater cargo tonnage at lesser net 
Panama Canal tonnage. This is evidenced by the United States 
intercoastal trade during the fiscal year 1954. During that year net 
vessel tons in that trade declined 69,000 tons, or 1.8 percent from the 
previous year. However, cargo tonnage showed a gain of 3 percent. 
The effect of such trends, of course, is to reduce the amount of toll 
paid per ton of cargo transited through the canal. 

Reduction in the toll rate or deficit operation of the canal activity 
as a whole would constitute subsidy to the commercial shipping inter- 
ests using the canal facilities. 





PANAMA CANAL 139 


Moreover, in this instance foreign-flag shipping would receive by 
far the greater benefits of such “subsidy. During the fiscal year 
ended June 30, 1954, United States-flag vessels ac ‘counted for only 
30.5 percent of the total net tonnage transiting the canal. The re- 
maining 69.5 percent consisted of foreign-flag ships. Thus, approxi- 
mately 70 percent of any reduction in tolls would accrue to the benefit 
of foreign-flag shipping. We know of no reason why foreign-flag 
shipping should be subsidized to this or any other extent. 

In support of S. 2167, it is again argued that originally the canal 
was largely, if not wholly, a n: tional defense project. This is a po- 
sition that has been repeatedly urged in prior hearings on other legis- 
iation pertaining to the Panama Canal. Admittedly, the canal does 
serve a dual purpose, defense and commercial. Any attempt to es- 
tablish which purpose was primary at the time the canal was built 
would be a useless and fruitless undertaking. We believe this issue 
to have become of minor importance in the light of present-day cir- 
cumstances and conditions. 

In the use made of the canal itself and its related facilities no dif- 
ferentiation can reasonably be made upon a national defense or com- 
mercial basis. Commercial shipping cannot use only that portion 
which it conceives to be for commercial purposes and avoid use of the 
portion which it would have arbitrarily attributed to national de- 
fense. The canal and facilities exist as they do and as they exist 
are used by private interests for commercial gain. The situation is 
accurately summarized in the Report and Recommendations of the 
Bureau of the B udget, House Document No. 460, 81st Congress, 2d 
session : . 

Studies made by the Bureau of Efficiency in 1931 and by the special com- 
mittee in 1937 determined that no major part of the capital costs of the Pan- 
ama Canal should be allocated to national defense. The only additional feature 
of the canal which might not have been included if it had been constructed ex- 
clusively for commercial use is the increase in the width of the locks from 100 
to 110 feet. Actually the additional width has been an important factor in 
facilitating the approach to, and handling of commercial vessels in, the locks. 
There would appear to be no significant added costs in the construction of the 
canal attributable solely to national defense (p. 9). 

* * * The canal itself, which has been aptly described as a great international 
public utility, is fundamentally a commercial waterway for international com- 
merce. Operation of a vast commercial enterprise such as the canal and its 
adjuncts and the civil government of the Canal Zone is not necessary for the 
performance of the basic mission of the Department of Defense (p. 11). 

If the canal and facilities are to continue to be used by private in- 
terests for commercial gain, full and adequate charges should be 
exacted for such use, including return of investment. Otherwise, the 
American taxpayer is placed in the position of contributing capital 
to the private enterprise. 

Tothe extent that any portion of the capite il cost of constructing the 
canal for conceivable defense purposes is in any way reflected in the toll 
base, United States commercial shipping pays less than one-third of 
the interest charges thereon, while intercoastal shipping pays only 
one-ninth. The other two-thirds are paid by foreign flag shipping. 
It is proper that their foreign flag ships, even when using a defense 
installation of this country, pay for the use thereof. Our own Goy- 
ernment has supplied not only the capital, but pays its own full share 
of charges thereon by crediting the Panama Canal Company for 
transit of Government ships. 
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Any defense element of the Panama Canal is adequately recognized 
by the credit for tolls on United States Government-owned vessels 
and by th . extent to which expenses for defending the canal itself 
are borne by other agencies and paid for out of their appropriations. 

Moreover, while, in our view, not entitled to such from the stand- 
ee of reason or equity, commercial shipping is greatly benefited 
5 the fol lowing: 

(1) The — ision of the present law that the capital investment 
upon which interest is payable shall not include interest during con- 
struction. This interest during construction amounted to approxi- 
mately $150 million. 

(2) IXxclusion of defense facilities amounting to approximately 


$117,162.256 from the capital base upon which interest was payable 
to the end of June I 4. 

+) The provision of the present law that in the valuation of prop- 
erties transferred to the Panama Canal Company as of July 1, 1951, 
there shall be excluded from such transfer value any portion of the 
property which is properly allocable to national defense. 

(4) Failure of the Government to recover, through depreciation 
or amortization, the greater portion of its capital investment in the 
Panama Canal. 

(5) Failure of the Government to realize interest on its investment 
inthe Canal Zone Government. 


These factors weigh heavily against any idea that commercial ship- 
ping pays m ore than its fair share. 

Thank you. 

Senator Durr. Thank you, Mr. Moloney. 

The record will be kept open for 2 weeks if there is a desire on the 
part of anyone to make an additional statement. 

We will insert now the statement of Mr. Ewan C lague, Commissioner 


of Labor Statistics. 
(The statement of Mr. Ewan Clague, Commissioner of Labor Sta- 


tistics, is as follows:) 


STATEMENT OF EWAN CLAGUE, COMMISSIONER OF LABOR STATISTICS, DEPARTMENT 
OF LABOR 


This statement is submitted in response to a request from the committee with 
respect to a contemplated amendment to S. 2167 to set up a pricing formula for 
the Canal Zone. I am advised that this amendment would authorize the Admin- 
istrator of the Panama Canal Company at least annually “‘to establish consumer 
prices in the Canal Zone on such a level as to establish a cost of goods and services 
in the Canal Zone equal to the current cost of equivalent goods and services in 
Washington, D. C., as established by the Bureau of Labor Statistics.” 

I wish to make it clear that my remarks are not intended in any way to assess 
the merits of the bill or its proposed amendment. I am glad, however, to comply 
with the committee’s request for information regarding the procedures which 
would be followed by the Bureau of Labor Statistics respecting a price formula 
for the Canal Zone if S. 2167 is enacted with the amendment to which I have 
referred. 

The first step in establishing the pricing formula would be to determine the 
kinds and quantities of goods and services purchased by typical zone employee 
families. This would be accomplished by conducting a survey of family expendi- 
tures, covering about 300 representative family units selected as a statistical 
sample from the payroll records of the Panama Canal Company. This survey will 
yield the “market basket” of goods and services for the zone families and the 
sources (Company commissary, local stores, etc.) from which they buy. From 
data already available in the Bureau, we would develop the current list of goods 
and services making up the expenditure pattern of the comparable Government 
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employee families in Washington, D. C. These two lists would be adjusted for 
equivalence by tested statistical methods which the Bureau has developed. On 
the basis of our experience in computing the Consumer Price Index, it is esti- 
mated that the final lists would comprise a total of about 300 items each. These 
items would then be priced in Washington and in the zone. The Bureau would 
provide estimates of the cost difference between Washington and the zone for 
the total budget and for each of its major components, including food, apparel, 
housing, and other goods and services. 

These estimates could be made available within 1 year after the start of the 
project. It is our understanding that the Administrator will require an annual 
calculation of the budget differences thereafter. For this purpose we wouid 
reprice the budget each year in the zone. For the Washington prices we would 
use data collected for the Consumer Price Index. The initial expenditure survey 
results, with possibly some modifications to take account of unusual develop- 
ments, should serve as an adequate framework for the differential cost estimates 
for 5 years or more. If the estimates are to be provided annually for longer 
periods, however, it would be necessary in the course of time to conduct a new 
expenditure survey among zone employees. 

If the Bureau is to perform this service for the Adininistrator, funds must be 
provided to cover the necessary costs. 

Senator Durr. Mr. Eckert, would you and Mr. Newman come back 
for a few minutes? 


STATEMENT OF CHARLES E. ECKERT, LEGISLATIVE ATTORNEY, 
OFFICE OF THE COMPTROLLER GENERAL, ACCOMPANIED BY 
W. A. NEWMAN, ASSOCIATE DIRECTOR OF AUDITS—Resumed 


Mr. Bourson. In General Seybold’s statement the other day he made 
the categorical statement that none of the activities now being carried 
on could be discontinued even if they were not self-supporting. Ile 
was asked whether this meant, for instance, with reference to the 
steamship line that they couldn’t do away with 1 ship and operate 
on the remaining 2 in order to reduce their losses. He didn’t say this 
couldn’t be done, but he said that generally they would prefer not 
to do it, and that they felt that they could make a better financial 
showing by carrying commercial cargoes from Haiti and by picking 
up tourists. 

The question that would be interesting for the record, is, in your 
audits down there, have you come upon any activities that are the 
subject of losses each year that in the opinion of the General Ac- 
counting Office might properly be reduced or done away with entirely 
and thus reduce the losses in connection with them ? 

Mr. Eckert. Mr. Newman, if it is all right with the chairman, could 
probably cover that. 

Mr. Newman. Mr. Chairman, we could go on for about 2 hours, if 
you wish to, 

Senator Durr. I don’t wish to. 

Mr. Newman. I think we can cover pretty much the major activities. 
We have attended the hearings that have been held for S. 2167 through 
the past few weeks. Questions have been asked regarding the Panama 
Line. We have made an extensive examination of the Panama Line 
and have consulted with other steamship owners who operate the 

same routes and for the past 3 years we have recommended that some 
consideration be given to the discontinuance of 1 ship; also, that 
consideration be given to using the Port of New Orleans. 


75182—56 ~10 
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Also, in our study of duplicate facilities, the operation of the Canal 
Zone, if you have ever been fishing, is like looking into a can of 
worms. Everything is interrelated. The military is so tied up, not 
alone in direct control of the management of the Company, with 
the commanding officers, but t aking the area of MSTS, MSTS operates 
ships to Puerto Rico and to the Canal Zone and returns sometimes to 
New Orleans and New York. 

The Panama Line operates out of New York to Port-au-Prince, 
Haiti, to the Canal Zone. 

None of the ships are operated to capacity except rarely during 
certain periods of time when the employees come back, as far as 
passengers. 

As far as cargo goes, we haven’t found where the ships have been 
fully loaded. I ossibly some of the MSTS, when they are transferring 
troops back and forth to the Canal Zone or Puerto Rico. In 1952 we 
recommended in a re = on duplicate facilities that the Secretary of 

the Army, that the Governor, that the Board of Directors, consider 
utilizing one steamship line. They operate now in the neighborhood of 
5 ships—2 MSTS, 3 Panama Line. 

Governor Seybold testified they are still considering it. That is 
the answer we get every year, still considering it. We have contacted 
MSTS. They have characterized the Panama Line as a commercial 
line rather than a Government operation. 

We feel that there could be marked savings made if the operations 
were consolidated. That is one, say, alternative. The Hoover Com- 
mission has recommended such. With regard to the Panama Line, 
we have figured that the cost of transporting a passenger is in the 
neighborhood of about $170, which is about the same as the minimum 
tariff to any tourist. 

Mr. Bourson. Is that one way ? 

Mr. Newman. That is one way. That was necessary on account of 
the new home-leave travel bill that was passed in August of last year. 

Recently the American President Lines has contac ted the Secretar Vy 
of the Army and stated, in a proposal, that they would be interested 
in operating the three Panama Line ships, and their survey has gone 
far enough to state in the letter, signed by its president, that it would 
save $1 million a year. We per rsonally feel, in the General Accounting 
Office, that something should be done: First, eliminate the duplicate 
facility and second, cut down the loss. With regard to losses on the 
Panama Line, in 1955, the loss will be about half a million dollars. 
We feel that those losses on the basis of the allocation formula are 
made up in tolls revenue. That half million dollars is made up of a 
number of different items. We have found that the reporting of 
the Panama Canal Company is not consistent. For example, we had 
$200,000 of expenses in the New York office for administration ex- 
penses, bookkeeping expenses, paying the bills, all in that area. 

For years and years they have charged those expenses partly to the 
steamship line and partly to their procurement activities in New York 
City. That is normal business practice, to put accounting and financ- 
ing operations near where the operation is, so the management will 
have full utilization of the books and records in determining daily 
costs and other information necessary for an efficient oper ation. In 
1955, for the first time, they pulled the $200,000 down into the Canal 
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Zone books and threw it into corporate charges. So from their con- 
tributory concept, as they call it, it means that that will be borne 
primarily by the tolls. 

The depreciation on the ships was changed. We seem to be going 
through an era, in order to keep the steamship line going, that we 
juggle the figures on depreciation, accounting expenses, change the 
policy, so the s steamship line as near as possible \ will break even. 

It is true a few years ago that the Haitian Government requested 
the Panama Line to stop at Port-au-Prince. We understand from the 
management—there aren’t separate records kept on the operation— 
that it has been profitable. Without that business the loss may double. 
But that is strictly commercial business. 

We personally think, Mr. Chairman, that something should be done 
with the Panama Line. 

Mr. Ecxrrr. In substance, we may sum it up, as a result of the 
survey of the operations, we found that they could carry the traffic 
which they actually did carry with 2 ships, as distinguished from 
3, and that they could have disposed of at least 1 ship. In addition 
to that, we found a duplication of transiting facility between New 
York and the canal as between MSTS and the Panama Line, and 
recommended that some consideration be given to determine whether 
they couldn’t coordinate at least those services to handle the Govern- 
ment’s business in the Canal Zone. 

This later matter that Mr. Newman has brought up about possible 
offers from private industry to take over the line is something that 
may develop into another avenue of correcting this matter. 

Mr. Bourron. Do you recall any investigation or study of the re- 
par yard, ship repair yard, and how that operation has been working 
out ? 

Mr. Newman. I will say this: There were some changes made. I 
think it was Captain Emerick that came in from the Navy. He isa 
specialist in shipyards. It is his lifework. He frankly is a civilian, 
just called back to active duty to go to the Canal Zone to set that ship- 
yard—it is a small one—up on a more or less self-sustaining basis. I 
met him and after only 15 minutes with him I knew that he was on 
top of the job. We talked the same language. He had put in con- 
trols, he was very receptive to changes that would eliminate waste and 
have a better control of lost time. The operation there was greatly 
improved, 

Mr. Ecxerr. I wonder, Mr. Newman, do you know what the loss 
factor was? Was it a loss factor when we first looked into it? Has 
it improved ? 

Mr. Newman. There are still losses, when you consider the alloca- 
tion of all costs to it. That shipyard, by the way, is used by the Navy. 
There has been quite a bit of discussion about the operation of it. 
The large percentage of the ships that are overhauled and repaired 
in that small shipy ard are the Navy, or the company tugs and barges 
and the small craft. But everything has been done under Captain 
Emerick’s direction to curtail expenses and operate as near as possible 
on a self-sustaining basis. 

Mr. Bourson. Are the Panama Steamship Line ships repaired 
there ? 

Mr. Newman. In all my visits and in all the records we examined, 
the Panama ships are not repaired in the Canal Zone. 
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Mr. Bournon. They don’t use their own repair yard? 

Mr. Newman. No, sir; the management of the Panama Line claims 
that the costs are too high. I could go into other operations, the 
marine terminal for example. 

Senator Durr. I am sorry that I have to leave. You may continue, 
Mr. Bourbon. 

Mr. Bourson. T think it would be helpful if you would discuss those 
terminals for the record. 

Mr. Newman. About 3 years ago, in our survey of the marine termi- 
nal operations—that is, the stevedoring and the handling of cargo 
from one pier to another and from one vessel to another—we found, 


by a very cimwile survey, that the Company was not even recovering 
the cost of the various gangs that worked on the ships. As a result 
the int the rates, stevedoring rates, were increased. However, the 
Company has not kept on top of its operating costs. For the year 


1955 there will be in the neighborhood of a half million dollars of 
costs not recovered, 

That, again I want to say, is after our allocations of administrative 
expenses, of Canal Zone Government costs, interest, and de »preciation. 
We feel in that area, where we are serving strictly the public, rates 
should be sufficient to cover all costs. It is rare that a battleship or a 
cargo vessel will come in there except for MSTS. The Navy has its 
own piers for tankers and those types of vessels. 

What should be done—and it goes back to the point of what is 
in S. 2167, and that is good, sound business management, people that 
will keep on top of the costs from day to day, and if prices need to be 
raised to recover costs, they will do so. 

Mr. Bournon. Would you say that these terminals or all of them 
are necessary adjuncts of the canal operation ? 

Mr. Newman. Actually the terminals themselves are used for the 
Company and for some of the other military where MSTS docks, and 
commercial vessels who pick up cargo and go down the east or the west 
coast of South America. 

The Panama Line cargo, of course, more than 50 percent of it is 
commercial, which is put on those docks and transhipped either across 
the isthmus by truck to Panama City or loaded on other vessels to go 
to other ports. 

The treaty mentions these terminals, and some day these operations 
may be turned over to the Republic of Panama, if and when they 
build their own marine terminal piers. 

Mr. Ecxerr. This would indicate then that it is not an essential part 
of the transiting activity. 

Mr. Newman. Except to bring in the food, clothing, and raw mate- 
rials that are necessary to operate the canal and run the commissaries. 

Mr. Bourson. There are several terminals at each end ? 

Mr. Newman. Yes, sir; they are at both ends. The basic opera- 
tion is on the Atlantic side. There are piers on the Pacific side but 
the activity is not as great on the Pacific side. 

Mr. Eckert. I think if we may set out our position here, Mr. Bour- 
bon, it is that we believe that many of these activities relate to the 
transiting and that if they do, they certainly become a part of the op- 
eration. Asa part of the operation, while we agree and recommend 
most strongly that the costs be reduced, or the costs be recovered, or 
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any losses reduced to an absolute minimum, as a result or in the final 
analy sis, the loss or whatever the operation is, must eventually be 
charged to tolls. 

Mr. Bourson. Do you feel about the terminals and some of the 
others that where you suggest a reduction of one-third in the operation 
of the steamship {ine—let s say one-third, a reduction by getting rid 
of 1 of the 3 ships—is it possible if not to eliminate some of the other 
activities like the marine terminals, at least to reduce operations or 
consolidate operations and thus reduce the deficit? 

Mr. Ecxerr. I don’t know that we could really answer that question. 
I think probably your industrial bureau, your yard, is a particularly 
fine example. Is it possible for the canal operation to go on without 
the use of some facility for drydocking? Could they possibly use a 
portion of it and thus economically, let’s say, reduce the size or the 
operation and let the commercial ships do the best they could to beat 
it up to the coast of of America to be repaired, or possibly maintain 
some small emergency repair station there? 

Frankly, I think some special study would have to be made as to 
whether they _— operate without the industrial bureau. If they 
could, of course, I think it should be done away with. If they can’t, 
then we must operate it. Your question, then, comes down to operat- 
ing it as economically and efficiently as you can. If it is necessary 
to the operation of the canal, and if there is a loss as a result, the loss 
would be charged against the total operation. If, as a practical mat- 
ter, it could make a profit, O. K., the profit would be used to reduce 
the cost of operation of the canal. 

Mr. Bovurron. If the Dominicar L Republic completes the $7-million 
repair yard on which they have made wood progress, | imagine some of 
the ships would find it of interest before they entered the canal to have 
the repairs done at Ciudad. 

Mr. Eckert. Historically, the docks and yards have been a real 
problem. For one thing, the priority accorded milit: ay vessels. One 
of the things we ran into there is that no one could ever re: ally know 
how much a ship was going to cost to get it out of there once you put 
itin. We do believe great improvement has been made in that area. 
As Mr. Newman pointed out, it has a good business-type operation 
today. While it is still accruing losses on its operation, those losses, 
I am sure, have been reduced. 

The basic determination of what facility you actually need to make 
the operation successful as a transiting operation is one that I don’t 
believe we could answer. 

Mr. Bourson. Thank you very much. I think that these figures and 
views for the record will be very helpful to the committee. Gentle- 
men, this, I believe, finally concludes our hearings on the Panama 
Canal , except that we will be receptive to any further statements which 
any interested parties care to make. 

(Whereupon, at 12:10 p. m., the hearing was concluded.) 

(Subsequently statements w ere received for the record from W. H. 
Brunner, Cururdu, Canal Zone, dated March 12, 1956; from the North- 
west Marine Terminals Associ ation, Seattle, Wash.; and from William 
S. Tyson, Bowen Building, Washington, D. C., as counsel for the 
Panama Canal Pilots, as follows: ) 
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CuRUNDU, C. Z., March 12, 1956. 
THE CHAIRMAN, 
Senate Interstate and Foreign Commerce Committee, 
Senate Building, Washington, D. C. 


Dear Sir: I understand that hearings are to be held March 16 on S. 2167, a bill 
introduced by Senator Magnuson, that proposes certain changes to the law con- 
cerning the organization and operation of the Panama Canal Company (Public 
Law 841, Sist Cong.). In view of the fact that hearings are to be held shortly 
on this bill, I should like to submit for committee consideration the following 
proposal with regard to those portions of the bill that pertain to the reallocation 
of certain costs of the Canal Zone Government. 

The proposal is: 

(a) That the present method of funding for the costs of the Canal Zone Gov- 
ernment be discontinued, and that such costs be borne by appropriated funds. 

(b) That the Panama Canal Company then be required to reimburse the 
United States for its pro rata share of the costs of the Canal Zone Government. 
Under existing law, the reverse of the proposal set forth above is practiced. 
Costs of the Canal Zone Government are, in effect, borne by the Panama Canal 
Company, which in turn assesses a number of Federal agencies for their pro rata 
shaie of these costs. The situation is anomalous in itself in that a corporation 
underwrites the costs of Government service and then seeks to recover from 
governmental agencies their share of these costs. 

It would appear to be simpler and more logical to collect from one agency 
than from several. It would also resolve steamship operators’ complaints that 
they are now unfairly required to pay for services rendered by the Canal Zone 
Government to other Federal agencies. In addition, it would terminate the 
improper tie-in of Government costs with Company operations. The primary 
function of Government is to provide service; the primary function of a corpora- 
tion is to make a profit. When you tie the two together, which is the case at 
present, you generate a conflict between two diverse interests which does not 
redound to the benefit of either. 

Very truly yours, 
W. H. BRuNNER. 





STATEMENT OF Paciric Coast COMMITTEE ON PANAMA CANAL TOLLS 


This statement is presented on behalf of the Pacific Coast Committee on Panama 
Canal tolls which first began a study of the Panama Canal toll problem in 1948 
and which was reactivated in the fall of 1954. 

As a result of studies made by this Pacitic Coast Committee in cooperation with 
other organizations, a reorganization of the Panama Canal took place on July 1, 
1951, establishing the Panama Canal Company as a separate Government 
corporation. 

Because of information developed concerning operations under the newly 
formed corporation, this committee was reactivated in November 1954 to further 
study the Panama Canal tolls problem and help seek a solution. 

The Panama Canal is very important to Pacific coast commerce and with 
many businesses depending heavily upon cargoes moving through the canal. 
Prior to World War II, more than one-half of the tonnage moving across piers 
in West coast ports moved in the intercoastal trade. Today something less than 
20 percent of the tonnage moving across these same piers consists of intercoastal 
traffic. Panama Canal to!ls are not the only factor causing this greatly reduced 
traffic movement, but tolls is a very important factor. Evidence of this impor- 
tance is illustrated by the following list of chairmen serving the Pacific Coast 
Committee on Panama Canal tolls in the various port areas. 

Seattle—Puget Sound 

Mr. D. E. Kokjer ,manager, Grace Line, Inc., 408 White Building, Seattle, Wash. 

Mr. Edwin A. Stone, executive Secretary, Northwest Marine Terminals Asso- 
ciation, pier 24, North Seattle, Wash. 

Portland-Columbia River 

Mr. Thomas P. Guerin, general manager and secretary, Commission of Pub- 
lic Docks, 3070 NW. Front Ave., Portland, Oregon. 
Stockton-Central Valley area 

Mr. Elmo E. Ferrari, port director, P. O. Box 2089, Main Office, Deep Water 
Terminal, West Washington, Stockton, Calif. 
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San Francisco Bay area 

Mr. Charles P. Howard, Gen. Robert H. Wylie, 95 Market St., Oakland, 
Calif. 

Oakland-East Bay area 

Mr. Dudley W. Frost, port manager, Port of Oakland, Grove Street Pier, Oak- 
land, Calif. 

Los Angeles-Long Beach area 

Mr. Bernard J. Caughlin, general manager, Los Angles Harbor Department, 
P, O. Box 151, San Pedro, Calif. 

Mr. E. J. Amar, general manager, Port of Long Beach, 1333 El Embarcadero, 
Long Beach, Calif. 

San Diego area 

Mr. John Bate, port director, Port of San Diego, 1865 Harbor Drive, San Diego, 
Calif. 

For the past 17 months the Pacific Coast Committee on Panama Canal Tolls 
has furnished educational intormation to interested organizations in an attempt 
to engender interest in, and understanding of, the Panama Canal tolls problem. 
This committee has sent 11 bulletins to a mailing list of over 500 persons and 
organizations informing them of the need for corrective legislation and keep- 
ing them current on congressional activity on this problem. The success of this 
effort is evidenced by the attached list of 82 organizations representing ports, 
labor groups, civic groups, service clubs, ete., which have passed resolutions 
showing the widespread interest in the toll problem and indicating that Panama 
Canal tolls affect all types of business interests on the Pacific coast. You will 
note that there are resolutions which did not originate on the Pacific coast, thus 
indicating the national interest in the need for corrective legislation in dealing 
with this problem. 

The Pacific Coast Committee on Panama Canal Tolls recognizes the vital 
need for immediate corrective legislation to prevent cargoes moving through 
the canal from subsidizing nontransiting activities. We have not attempted to 
make an exhaustive statement concerning the technical aspects of the problem 
and its solution as we understand that such analysis will be given by other 
persons before this committee. 

Both Mr. Charles P. Howard and Gen. Robert H. Wiley, cochairmen of the 
Pacific Coast Committee on Panama Canal Tolls, have urged me to inform this 
Senate committee that as soon as final bills with amendments are available the 
Pacitic Coast Committee will inform all organizations which have adopted reso- 
lutions and again urge these organizations to review the legislation and to sup- 
port it by urging immediate congressional approval of S. 2167 and companion 
House bills. 


ORGANIZATIONS WuHicut Have, As or Marcu 16, 1956, PASSED RESOLUTIONS ON 
THE PANAMA CANAL PROBLEM 


SEATTLE-PUGET SOUND AREA 


Inland Empire Waterways Association. 

Mayor’s Maritime Advisory Committee, City of Seattle. 
Pacitic Northwest Trade Association. 

Port Commission of the Port of Olympia, Wash. 

Port Commission of the Port of Seattle. 

Propeller Club, Port of Seattle. 

Spokane Chamber of Commerce. 


PORTLAND-COLU MBIA RIVER AREA 


City of Astoria, Oreg. 

City of Seaside, Oreg. 

Commission of Public Docks, Portland. 

Jast Side Commercial Club, Portland. 

International Association of Machinists, Lodge 26, Astoria, Oreg. 
I. L. W. U., Local 50, Astoria, Oreg. 
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Oregon State Public Port Authorities Association. 
Pacific Wool Growers, Portland. 

Port of Astoria, Oreg. 

Port of Portland, Oreg. 

Port of The Dalles, Oreg. 

Portland Wool Trade Association, Oreg. 

Port of Suislaw, Florence, Oreg. 

Port of Coos Bay, Oreg. 


SAN FRANCISCO BAY AREA 


Alameda Chamber of Commerce. 
Board of State Harbor Commissioners, Port of San Francisco. 
Board of Supervisors of Alameda County, Calif. 
s0ard of Supervisors, City and County of San Francisco. 
Central Labor Council of Alameda County, Calif. 
City of Antioch, Calif. 
City Council of Alameda, Calif. 
City of Pleasanton, Calif. 
Grand Lake Taxpayers Association. 
Interservice Club Council, Oakland, Calif. 
Lions Club, Oakland. 
Marine Exchange, Ine., San Francisco, Calif. 
Marine Fireman’s Union, San Francisco, Calif. 
Mayor’s Committee on Shipping, Shipbuilding, and Ship Repair, San Francisco. 
Oakland Chamber of Commerce. 
Oakland Board of Port Commissioners. 
Oakland City Council. 
Port of Redwood City. 
Pacific American Tankship Association. 
Richmond City Council. 
San Francisco Bay Area Council, Ine. 


San Francisco Chamber of Commerce. 

San Francisco Junior Chamber of Commerce 
Stockton Chamber of Commerce. 

Stockton Port Commission 

Women’s Civie Club of Oakland, Calif. 


Women’s Legislative League of Oakland and East Bay. 


LOS ANGELES-LONG BEACH AREA 


Board of Harbor Commissioners, City of Long Beach. 
I ff Harbor Commissioners, City of Los Angeles, 
I en Trade Association of Southern California. 
Harmosa Beach Chamber of Commerce. 

Long Beach Retailers Associated. 

Los Angeles Chamber of Commerce. 

Los Angeles Steamship Association. 

Paramount Chamber of Commerce. 

Printing Industries, Inc., of Southern California. 
Propeller Club, Port of Los Angeles-Long Beach. 
San Pedro Chamber of Commerce. 

Southern California Traffic Managers Conference. 
Wilmington Chamber of Commerce. 

Woodland Hills Chamber of Commerce. 


» » 


SAN DIEGO AREA 


Central Labor Commission of San Diego County. 
City Council, San Diego. 

Chula Vista Chamber of Commerce. 

Harbor Commission of the City of San Diego. 
Junior Chamber of Commerce, San Diego. 
National City Chamber of Commerce. 

Port of San Diego. 

Propeller Club, Port of San Diego. 

San Diego Chamber of Commerce. 

State Board of Pilot Commissioners, San Diego. 
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OTHER PACIFIC COAST ORGANIZATIONS 


California Association of Port Authorities. 

California Legislature, 1955. 

California State Junior Chamber of Commerce. 

Northern California Ports & Terminals Bureau, Ine. 
Pacific Coast Association of Port Authorities. 

Rice Growers Association of California, Sacramento, Calif. 
Western Traffic Conference. 


OTHER ORGANIZATIONS 


American Association of Port Authorities. 
Intercoastal Lumber Distributors Association, Inc., New York. 
North Atlantic Ports Association, Inc. 


Wasuinaton 5, D. C., March 22, 1956. 
Hon. WARREN G. MANGUSON, 
United States Senate, Washington, D. C. 

My DeAR SENATOR MAGNUSON: Pursuant to my conversation with you on Tues- 
day after the hearings on 8S. 2167, I am writing you this letter on the problem of 
the compensation of Panama Canal pilots under the present version of S. 2167. 
As I informed you at that time these pilots, who are members of Local No. 30 
of the International Organization of Masters, Mates, and Pilots, have been held 
by the United States District Court in Panama to be required under present law 
to receive compensation in accordance with the rates and practices in the mari- 
time industry. The provisions of law under which their compensation should be 
fixed are sections 205 of the Federal Employees Pay Act of 1945 (59 Stat. 295, 
as amended, 5 U. 8S. C. 913) and section 202 (8) of the Classification Act of 1949 
(63 Sta. 954, as amended, 5 U. S. C. 1082 (8)). 

Under the provisions of section 6 (b) (5) of the proposed “clean bill” to 
substitute for S. 2167 the corporation would have full power to “fix their com- 
pensation” as it sees fit. It is this provision in S. 2167 which the pilots would 
like qualified so as to preserve the compensation requirements presently granted 
to them by the Congress. They have had much difficulty in getting the Company 
to meet these legal requirements and have had to file suits in court in order to 
get relief. For this reason it is doubly important to these people that S. 2167 
contain provisions similar to the present law mentioned above. I suggest 
that a proviso be added after the word “employees” on line 10 of page 7 of the 
proposed “clean bill” to the following effect. 

Provided, however, That pilots of vessels transiting the Panama Canal 
shall have their compensation fixed by wage boards and shall be paid wage 
board overtime and the rates and practices in the maritime industry of the 
United States. 

The pilots are of the opinion that this suggested proviso would preserve for 
them the compensation which they have struggled so long and with such difficulty 
to obtain. When I discussed the matter with you on Tuesday I understood that 
you agreed that a change in the compensation of the pilots was not an objective 
of the bill and that you would go along with language which would preserve for 
them their present rights. I am sure that all of the pilots will greatly appreciate 
your cooperation in this matter as they have full confidence in you. 

With best wishes, 

Sincerely yours, 

WILLIAM S. TYSON, 
Counsel for Panama Canal Pilots. 

(The following additional correspondence, statements, etc., also were 
received for inclusion in the record: Letter from the Governor of the 
Canal Zone, dated May 18, 1956, in response to certain questions ad- 
dressed to him by Senator Magnuson, and including further com- 
ments on the committee print; letter from Senator Magnuson to the 
Director of the Budget, dated March 28, 1956, and reply of the Direc- 
tor, Mr. Percival Brundage, dated April 9, 1956; letter from Robert 
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EK. Mayer, president, Pacific American Steamship Association, dated 
March 30, 1956; letter from Committee on Panama Canal Tolls, dated 
April 8, 1956; letter from the American Merchant Marine Institute, 
Inc., dated April 9, 1956; letters from Henry P. Chandler, dated April 
27, 1956, and May 28, 1956; and letter, under date of April 13, 1956, 
from James A. Campbell, national president, American Federation of 
Government Employees, enclosing a statement for the record of R. M. 
Lovelady, national vice president of the federation. The letters, etc., 
are as follows:) 

CANAL ZONE GOVERN MENT, 

Orrick OF THE GOVERNOR, 

Balbou Heights, C. Z., May 18, 1956. 

Hon. WARREN G. MAGNUSON, 
United States Senate, Washington, D.C. 

My DrAR SENATOR MAGNUSON: On behalf of the Panama Canal Company and 
the Canal Zone Government there are submitted herewith for insertion in the ree- 
ord of your hearings on the bill S. 2167, to make certain changes in the adminis- 
tration of the Panama Canal Company, and for other purposes : 

(a) Data responsive to the points raised in your letter of April 5, 1956. 
The question or comment in your letter is quoted preceding the corresponding 
answer in each case, in the order presented in your letter. 

(b) Comment on the clean bill enclosed with your letter. 

The enclosed material requires no additional explanation. I should like to em- 
phasize, however, that as a whole I do not consider the “clean bill” any improve- 
ment over S. 2167 except for the one correction that would continue the present 
dual office of Governor and operating head of the Company. Our comments in 
opposition to 8S, 2167, already in your record, still apply generally to the clean bill. 

In particular it is my definite opinion that the attempted statement of a con- 
sumer pricing provision in section 6, on page 6, of the clean bill, besides being un- 
necessary, is unsound in conception and drafting, would be controversial, trouble- 
some and, in fact, unworkable in practice, and would create more problems than 
it would solve. 

It is requested that this letter be inserted in the record with the enclosed 
material. 

Sincerely yours, 

J.S. SEYBOLD, 
Governor of the Canal Zone, 
President, Panama Canal Company. 


RESPONSE ON BEHALF OF PANAMA CANAL COMPANY AND THE CANAL ZONE GOVERN- 
MENT TO QUESTIONS SUBMITTED IN LETTER OF APRIL 5, 1956, FROM SENATOR 
WARREN G. MAGNUSON TO J. S. SEYBOLD, GOVERNOR ON THE CANAL ZONE AND 
PRESIDENT, PANAMA CANAL COMPANY, SUPPLEMENTING TESTIMONY AT HEAR- 
ING ON S. 2167 


(Questions are quoted verbatim from and in the order presented in Senator 
Magnuson’s letter of April 5, 1956, and are followed by the corresponding answers 
in each case. ) 

Question: “In your testimony you state the primary mission of the canal enter- 
prise is to operate and maintain the waterway for the dual purpose of serving both 
national defense and transoceanic commerce. Elsewhere you review the chain 
of management command from the stockholder to the Board of Directors, to the 
Governor, to the division heads, all of whom serve at the pleasure of the stock- 
holder, who is the Secretary of the Army. 

“(a) With this organizational structure in mind would you state your 
views as to which of the two purposes of the canal enterprise is of primary 
importance? 

“(b) Would you please review for the committee the manner in which 
any commercial control of the canal by nonmilitary personnel is reflected in 
canal management?” 

Answer: The primary mission of the Panama Canal enterprise is to operate and 
maintain the waterway for the transiting of ships from one ocean to the other 
and this primary mission has the dual purpose of Serving both national defense 
and interoceanic commerce. 
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As already stated in our written report and testimony, which of the two pur- 
poses is the more important is a fruitless question. It is preferred not to specu- 
late with personal views as to primary importance. 

The present organizational structure of the enterprise is admirably suited to 
the stated primary mission serving the dual purpose. Both the Canal Zone 
Government and the Panama Canal Company are civilian agencies. They are 
not part of the Department of Defense or of the Department of the Army. Yet 
they have the benefit of high-level coordination by the civilian officer of the Gov- 
ernment, the Secretary of the Army, who, acting as the personal representative 
of the President of the United States and not as head of the Department of the 
Army, can best provide the desirable continuity of interest, authority and responsi- 
bility throughout periods of war and peace. 

The statement in the question is of course inaccurate that all the officers men- 
tioned serve at the pleasure of the stockholder. The members of the Board of 
Directors, other than the Governor of the Canal Zone, so serve, but none of the 
other officials do. The Governor of the Canal Zone, who by law is ex officio 
President of the Panama Canal Company and a member of the Board of Direc- 
tors, is appointed for a 4-year term by the President of the United States with 
Senate confirmation. The vice president, comptroller, and secretary, who are 
general officers of the Company, are elected by the Board of Directors. All bureau 
and division heads and all other employees of the Company are appointed by the 
president of the Company and their tenure status is the same as that of other 
Federal employees, under, for example, the Civil Service Act and the Veterans’ 
Preference Act, which apply to the canal agencies. 

The management of the Panama Canal Company is vested by law in the 
Board of Directors. The present “nonmilitary’ members, having wide promi- 
nence in private business, are in the majority. They include an accountant, oil- 
company executive, actuarial consultant, banker, realtor, and two lawyers, all 
well known in their major and other varied fields. In addition, the Secretary of 
the Army and the Assistant Secretary are also civilians with important and 
prominent backgrounds in private business. The other members include the 
Secretary’s administrative assistant, a civilian with many years’ service on the 
Board; two former Governors of the Canal Zone, who are retired Army officers ; 
and, of course, the current Governor. 

In the operating organization, which supplements the management of the Com- 
pany by the predominantly “nonmilitary” Board, the Governor-President, the 
Vice President, the Marine Director, and the Engineering and Construction 
Director are the only military personnel who are in top operating or staff 
management positions of the Panama Canal Company. For example, the Gover- 
nor’s assistants, the Comptroller, the Secretary of the Company, the General 
Counsel, the Chief of the Executive Planning Staff, the Personnel Director, the 
Supply and Employee Service Director, and the Transportation and Terminals 
Director are all civilians. And this is true of their staffs and employees in turn. 
Out of the nearly 3,000 United States citizen employees of the Panama Canal 
Company, only 9 are military officers on detached duty. These include the 4 
memtioned above, the 2 port captains and the Industrial Division Chief and his 
assistant who are Navy officers, and the head of the Power-conversion project, 
an Army officer. 

Question: “In your statement regarding the matter of tolls you state ‘At the 
time of the enactment of the law in 1950 (Public Law 841) it was generally as- 
sumed that the tolls would be increased.’ Further along in your testimony you 
state ‘The Company does not regard that theory (that the formula in Public Law 
841, if properly administered, requires a decrease in tolls) as a proper construction 
of the existing law.’ 

“(a) Is it fair to assume from these two statements that a tolls hearing 
will only be called by you when an increase in the rates is called for? 

“(b) Has the Board of Directors ever prescribed a toll since Public Law 841 
was passed? 

“(c) Having in mind the GAO audit report for 1954, wherein evidence is 
presented showing the logic of a tolls reduction at the present time, do you 
intend to call tolls hearing in the near future? If not, what basis do you 
use for making this decision?” 

Answer: (a) The Panama Canal Company will propose either a decrease or 
increase in rates of tolls, in the manner prescribed by the statute, whenever the 
Company on the basis of its continuing studies and of its interpretation and appli- 
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cation of the governing law, concludes that changes are indicated and necessary 
in order for it to conform to its fiscal burdens and objectives and arrives at 
proposed new specific rates of tolls embodying changes, either up or down. The 
Company’s position on this point is further detailed in its written report on S. 2167 
which the subcommittee chairman, at the hearing, advised would be inserted in 
the record in full. 

(b) Changes in the rates of tolls have been proposed since the 1951 reorganiza- 
tion. Public Law 841 continued existing rates of tolls then in effect until changed 
by the Company as provided by the statute. For the reasons clearly detailed in 
the Company's written report and at the hearings on S. 2167, no change in the 
rates of tolls under the statute is yet required or indicated. 

(c) The Company does not agree with the suggestion that the General Account- 
ing Office’s 1954 audit report presents evidence showing any logic indicating that 
the rates of tolls should be reduced at the present time. On the contrary, the 
Company rejects the theories of and arbitrary computations in the audit report. 
The Company’s reasons for this position and its basis for concluding that no 
increase or decrease in tolls rates are indicated at the present time and therefore 
that no tolls hearing will be called in the very near future, are covered in detail 
in its written report and testimony already in the record. 

Question: “Having in mind your statement that the only relationship between 
canal management and the national transportation policy is the matter of tolls, 
would you object to removing the tolls making function from the Board of Direc- 
tors of the canal and placing it in a separate agency of the Government outside 
of the Defense Establishment ?” 

Answer: The Company’s specific statement was that the interests of the canal 
users in tolls rates is recognized in the statutory requirement for a public hearing, 
that the policies of the Company and its financial status as bearing on the ade- 
quacy of the rates of tolls are subject to annual review by the Bureau of the 
Budget and the General Accounting Office and by the Congress on the basis of 
the annual budget program and audit reports, and that “in the case of specific 
changes proposed by the Company, after the required 6 months’ notice and 
public hearing, the broad interest of the United States in terms of national trans- 
portation policy or otherwise is further protected by the requirement that the 
proposed changes shall be subjected to the review and approval of the President 
of the United States.” 

With reference to the statement of the question in terms of placing the tolls- 
making function in a separate agency “outside of the Defense Establishment,” it 
should be recorded that the Panama Canal Company is not now within or a part 
of the Defense Estnblishment. 

The Company weuld recommend strongly against any removal of its function 
under the tolls statute to a separate agency. For reasons indicated in the Com- 
pany’s written report, Panama Canal tolls fixing is not analogous to the rate 
fixing or other activities of private business with which such administrative or 
regulatory agencies as the Interstate Commerce Commission are concerned. It 
seems clear beyond question that so long as the Company is given the responsi- 
bility of operating the enterprise on a self-sustaining basis under fiscal formulas 
and burdens prescribed by statute, the authority to interpret, administer, and 
apply those statutory provisions should remain in the Company and not in an- 
other agency that would have such authority without commensurate responsi- 
bility. In this respect, the present law is soundly conceived. 

Question: “In your testimony you suggest that ‘any adjustment (decrease) in 
tolis would benefit special interests.’ I would appreciate it if you would state 
your views as to whether an increase in tolls would be a detriment to the same 
special interests. 

“In your answer to the above, would you state whether or not the Board of 
Directors are actually required to take into account the benefits or detriments to 
tolls payers in the matter of both scheduling tolls hearings and deciding upon a 
toll rate. That is to say, is the Board of Directors under any statutory mandate 
to consider the effect upon the users of this transportation facility as in the 
Interstate Commerce Commission in arriving at the rates domestic carriers can 
charge their customers?” 

Answer: In the same sense that a decrease in tolls would benefit canal users, 
an increase in tolls presumably would work to their detriment. 

The Board of Directors is required to establish tolls rates which will assure 
that the enterprise as a whole will be self-sustaining, under the provisions of the 
,anama Canal Company Act and the tolls statute. Within the latitude permitted 
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by this principle the Board has a duty to consider all relevant factors, including 
the benefits and detriments of toll rates to users of the canal and to the taxpayers 
of the United States. 

Question: “On page 6, paragraph 4, your testimony states that changing to the 
St. Lawrence seaway type of management would have ‘definite disadvantages.’ 
Your testimony then names one specific disadvantage—i. e., that as written, 
S. 2167 would create 2 separate positions for the Zone Governor and Canal 
Administrator, which are but 1 position now, filled by 1 person. 

“In the enclosed ‘clean bill,’ you will note that this has been remedied, and 
that as it now reads, these 2 positions would be filled by 1 person, as is the 
situation now. Would this remove your objections to seaway-type management ?” 

Answer: The “clean bill” does correct one objection by continuing the dual 
office of Governor and operating head of the Company. In all other respects the 
“clean bill” represents no improvement over the original, so far as the Panama 
Canal Company is concerned. 

It is believed that our testimony made no reference to the St. Lawrence seaway 
agency. It is not intended to be in any way critical of the type of management or 
organization adopted for that or any other agency. $y the same token it is 
considered that that agency and the Panama Canal Company are not sufficiently 
alike to establish that the type of management best for one is necessarily the best 
for the other. 

The one correction in the “clean bill” does not remove the Company’s objections 
to the proposed change in management. No advantages whatever are seen in the 
proposed change. Perhaps the best argument against the chunge is the con- 
spicuously successful achievements of the present management as detailed in our 
written report and testimony already in the record on this point. No manage- 
ment or other problems have developed which in any way reflect on the judgment 
of the Congress in establishing the present form of management in the 1951 re 
organization. It has had a suflicient trial period to establish firmly the conclu- 
sion that experience provides no reasons for a change, 

Question: “On page 8, paragraph 3, you state that limiting cash reserves to 
year’s needs for expansion and capital investment would require a ‘resort to 
annual appropriations to cover capital programs * * *.” Section 246 (b) of the 
Canal Zone Code provides for appropriations (repayable with interest) for capital 
improvements if needed; section 254 provides for $10 million emergency fund, 
which the canal now has on deposit with the Treasury; and section 255 provides 
for appropriations (repayable without interest) to cover losses. 

“(a) For what purposes since 1951 has the canal called on any of these 
‘outside’ sources for funds? Have not such expenditures as the Contractor’s 
Hill work and the revamping of the electrical system come out of operating 
income, rather than being financed out of ‘outside’ sources”? 

Answer: It has not been necessary for the Panama Canal Company, since the 
1951 reorganization, to obtain appropriations for any purpose or to borrow from 
the emergency fund maintained in the Treasury. All expenditures have been 
financed from funds available to the Company. These funds consist of working 
capital in the possession of the Panama Railroad Company at June 30, 1951, 
augmented by working capital transferred from the Panama Canal on July 1, 
1951, and cash generated by the Panama Canal Company as a result of its opera- 
tions since that date. 

The Contractor’s Hill and power conversion projects have been financed out 
of “operating income” as stated in the question, if the term “operating income” 
is intended merely to distinguish the source of funds from “outside” sources, i. e., 
if the term means accumulative income or earned surplus and does not mean 
operating income as it applies to earnings of a specific year during which ex- 
penditures were made for the projects. 

It cannot properly be said that capital expenditures were financed from “oper- 
ating income” as that term is commonly construed. The operating income of 
the Company during its first 4 years of operation, after recovery of direct operat- 
ing costs, including depreciation, but before paying fixed charges to the Treasury, 
amounted to $89.4 million. Payments to the Treasury during that period, ex- 
cluding a $10 million capital repayment, amounted to $75.8 million, leaving a net 
operating income for the period of $13.6 million. Since capital expenditures dur- 
ing the 4-year period totaled over $27 million, they could not have been wholly 
financed from operating income. Financing was possible because the Company 
had retained cash from operations of its predecessor organization and because ex- 
penses given effect in the determination of net income included depreciation 
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charges and other non fund transactions, which involved no expenditure of funds. 
Depreciation is limited to the recovery of the original cost of the depreciable 
properties. The cost of plant expansion and the cost of plant replacement when 
greater than original cost must be provided from earnings or from new capital. 
If earnings are returned to the Treasury, it is inevitable that appropriations must 
ultimately be sought to finance capital expenditures. If the Company is per- 
mitted to withhold cash only to the extent of foreseeable requirements for plant 
replacement and expansion for 1 year, it will have to seek appropriations sooner, 
and thereafter more frequently, than would be the case if the flexibility provided 
by the present law continues to be authorized. 

Limiting cash requirements for Company expansion for 1 year would go beyond 
the intent of Congress in the Government Corporation Control Act, which declared 
it to be the policy to bring Government corporations and their transactions under 
annual scrutiny by the Congress and provide current financial control thereof. 
Section 104 of this act states that the provisions of the section shall not be con- 
strued as affecting the existing authority of any wholly owned Government corpor- 
ation to make contracts or other commitments without reference to fiscal-year 
limitations. Limiting cash requirements for Company expenditures for one year 
would seriously jeopardize the ability of the Company to make commitments 
without fiscal-year limitations. 

The Company's opposition to the proposal to limit its authority to retain funds 
beyond a single year’s requirements is of course stated in detail in its written 
report and testimeny already in the record. 

Question: “In your testimony you concluded that the business ‘activities can- 
not possibly pay their own way’ under the self-support formula in S. 2167; that 
these activities are needed to maintain the canal; and that unless the tolls 
formula provides that such loses be absorbed by tolls, there is an ‘unwarranted 
subsidy to the ships using the canal.’ 

“In order to clarify the scope of the various business enterprises, would you 
please furnish the following information : 

“(a) Marine terminals: (1) What percentage of revenues comes from outside 
sources—i. e., other than Company/Government? (estimate only, fiscal 1954) 7% 
(2) What are the wharfage, dockage, and demurrage rates now charged? 


(3) What is your opinion as to the amount by which such charges could be in- 
od 


ased for outside users?’ [Reference numbers supplied.] 
Answer: (1) The percentage of total revenue from outside sources (other 
than Company/Government) in fiscal year 1954 was 87 percent. This includes 
wharfage, cargo handling, and marine bunkering operations. 

(2) Wharfage charges are those made against a vessel for occupying a berth 
alongside Company wharves or piers. The charge is based on the length of 
the vessel and has no relation to cargo. The present basic rate is $0.25 per 
lineal foot per 24-hour day with certain reductions for vessels occupying berths 
for short periods. 

The Company has no dockage rate. It is noted that in several Pacific coast 
ports a dockage charge is made for the account of the vessel on a net or 
gross registered tonnage basis. This would be comparable (except for the 
basis—length of vessel versus tonnage of vessel) to our wharfage charge. 
In some Pacific coast ports, such as Los Angeles and Seattle, a wharfage 
charge for the account of the cargo (on a per-ton basis) is made in addition 
to the dockage charge. This wharfage charge is not comparable to ours. The 
Company makes no wharfage or dockage charge as such for the account 
of the cargo. 

The Company makes no marine terminal demurrage charges; however, storage 
charges are applied to in-transit cargo, for the account of the carrier; and 
to local cargo, for the account of the cargo, as follows: 


Cl 


Transfer or in-transit cargo: Isthmian or local cargo: 


SO Ne nee Free ae Sets os ot tcacaee Free 
Next 30 days, per ton per day $0.30 After free time (exclusive of 
For all days thereafter, per Sundays and legal holi- 

ton per day d days) per 100 pounds per 


(3) The Company is recovering all costs including administrative expense 
applicable to the terminals operation plus a reasonable margin of income. 
It is not considered indicated to further increase the rates. It is entirely 
probable that any material increase would result in some loss of business. 
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Question: “(b) Vessel repair: (1) What percentage of revenue (estimate, 
fiscal 1954) comes from customers outside the Company/Government? (2) Do 
you repair Panama Line vessels there? (38) If not, why not? (4) Would it be 
more economical or feasible to transfer this facility to the Navy, and pay 
Navy rates to repair Company dredges and barges? (5) What percentage of 
work there is done for the military services? (6) Are charges to them on the 
same basis as to private shipping?’ [Reference numbers supplied. ] 

Answer: (1) In fiscal year 1954, total work amounted to $3,216,425, of which 
$1,961,494 were revenues from customers outside the Company/Government. 
These revenues equaled 61 percent of the total work done in that year. (In 
fiscal year 1955 outside revenues amounted to $1,478,480 or 53 percent of 
total work done. ) 

(2) and (3) Limited repairs are made to Panama Line vessels in the Canal 
Zone, namely, those which can be accomplished in the amount of turnaround 
time available and for which the price is competitive with repair work done 
in Stateside repair shops. In fiscal year 1955 12 repair jobs, amounting to 
$8,795.96, were done for the Panama Line in the Canal Zone. 

(4) This question cannot be readily answered without being 


given some 
basic assumptions. 


The answer is almost certainly in the negative, particularly 
considering the incongruity of suggesting that the Navy enter into this type 
of ship-repair operation wherein 25 percent of their effort would be for 
repair of military plant, 40 to 50 percent for Company/Government work, and 
30 to 385 percent for commercial shipping. 





(5) Fiscal year | Percent Fiseal year Percent 
1955 | of total 1954 of total 
Military 636, 348 | 23 817, 269 25. 4 
Commercial 842, O82 | 30 1, 144, 225 35. 5 
Company/Government 1, 312, 396 | 47 1, 254, 931 139. 1 
Total seeie i 2, 790, 826 | -ccc-| 8) 216,425 | 
| This figure is at slight variance with fiscal year 1954 annual report because of change in treatment of 


cost of maintenance of Balboa defense plant. 


(6) Charges to the Navy are the same as to commercial shipping. 

Question: “(c) Steamship line: Does the Department of Defense view the 
Panama Line as competition with private industry? If so, does it intend to recom- 
mend the service be supplied by outside contractors, as is being done in other in- 
dustrial service fields? If not, how does the Panama Line differ from the Govern- 
ment enterprises which the Secretary has recently notified Congress he intends to 
return to private contractors?” 

Answer: The Panama Line is not part of or under the control of the Department 
of Defense and presumably is not within the scope of any review by that Depart- 
ment of the tields mentioned. The Panama Canal does not, of course, presume 
to represent the views of the Department of Defense. 

The relationship between private American-flag shipping and the restricted 
operation of the Panama Line has been described by the General Accounting Office 
as follows: 

“Information secured from private steamship operators who have ships sailing 
regularly from the port of New York on routes which transit the Panama Canal 
shows that through cargo is preferred to cargo which necessitates time-con- 
suming and otherwise expensive stops en route. Consequently the Panama Line, 
which serves the Canal Zone and the Republic of Panama, is not considered 
competitive in the commercial field as it permits the private operators to better 
serve their primary interests at their regular ports of call.” (General Account- 
ing Office Report on Survey of Duplication of Government Activities and Re 
lated Facilities in the Canal Zone, September 24, 1953). 

The Hoover Commission recommends that MSTS should ship its cargo be- 
tween New York and the Canal Zone on the Panama Company operated Panama 
Line. 

Question: “In the company letter furnished the Hoover Commission Trans- 
portation Committee on October 1, 1954, mention is made of a study being made 
to determine the feasability of reducing the line’s equipment and service to meet 
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reduced demands (as per GAO recommendations). When will the study be 
completed, and what economic criteria will be analyzed ?” 

Answer: The matter is under continuing study; that phase of it mentioned 
here was completed last year. Certain developments are being studied at the 
present time and it is possible that a modification of operating schedules may 
be adopted. A delaying factor in finalizing conclusions at this time is the pos- 
sibility that the Panama Line will carry more MSTS cargo as recommended by 
the Hoover Commission, 

Question: “If the Panama Line continues its operations as at present, but 
under private operations on a contractual basis, would the commercial trans- 
port needs of the company and Zone Government be met thereby? Would there 
be any effect of such a plan on national defense as it relates to the canal?’ 

Answer: The possibility of continuing Panama Line service substantially as 
at present but under private operation on a contractual basis is currently under 
consideration. The study covers all aspects, including the question of weekly 
service. It involves possible negotiations with private lines on a variety of 
bases, and the company prefers not to anticipate its conclusions at this stage. 

Question: “You have indicated in previous testimony that three ships are 
necessary to supply weekly service to satisfy the northbound commercial fruit 
customers. You have also indicated that the line is set up to serve the cargo 
and passenger needs of the canal enterprise. In what way is weekly service 
essential to the canal itself?” 


Answer: See answer to preceding question. 

Question: “Would you please bring 1954 passenger and cargo figures in tables 
B and C of the report of the Subcommittee on Transportation of the Hoover 
Commission up to date for 1955? Also could we have 1953 figures? Further, 
supply a breakdown as between commercial and Company/ Zone cargoes in each 


direction. 

Answer: See exhibit I, attached, for tables showing analyses of Panama Line 
passenger and cargo for fiscal years 1953 and 1955 and the first 10 months of 
a*tiyh) 

Question: “How much of the tonnage northbound and southbound consists of 
automobiles owned by employees? What is the tariff rate on automobiles for 
employees? How does it compare with the rate for nonemployees?” 

Answer: Of the tonnage northbound during fiscal year 1955, 10.2 percent 
consisted of automobiles owned by United States Government employees; of the 
southbound tonnage during 1955, 9.2 percent consisted of Government-employee- 
owned automobiles. The Panama Line one-way tariff rate on automobiles for 
employees is $80 when accompanied by the employee and $125 when not ac- 
companied. The commercial tariff rate for transportation of automobiles for 
other than Government employees is $22 per weight/measurement ton. 

Question: “What portion of the northbound cargoes was bananas in 1953, 
1954, and 1955? What portion of the total and what were the principal com- 
modities taken aboard or discharged at Haiti in 1953, 1954, and 1955?” 

Answer: Bananas constituted the following percentages of total northbound 
argo in the fiscal years mentioned : 1953, 47.9 percent ; 1954, 37.8 percent; 1955, 
38.4 percent. 

In reply to the second part of the question, the portion of total cargo taken 
aboard or discharged at Haiti during the fiscal years in question was as follows: 
1953, 5.9 percent ; 1954, 15.8 percent ; 1955, 17.6 percent. 

The 1953 percentage was low since the call at Port-au-Prince was resumed on 
February 7, 1953, and only a small portion of the fiscal year is included. The 
principal commodities were flour, automobiles and parts, drygoods including 
clothing, soap and soap products, foodstuffs, machinery and parts. 

Question: In general, how will present leave-statutes affect the operations of 
the Panama Line in the future?” 

Answer: The interpretations that have been applied to the present leave statute 
and travel regulations pertaining to home leave travel have had the effect of 
reducing slightly the utilization of the Panama Line for transportation of em- 
ployees on home leave. 

Question: “Do present statutes concerning leave for employees provide for 
transportation to New York, or to the employee’s home town in the United 
States? Do employees now have the option of using air travel? If so, how is 
this paid, and what carriers are used ?” 

Answer: The present leave-travel statutes provide for transportation of the 
employee to his place of actual residence at the time of his overseas employment. 





he 
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Employees have the option of using air travel. Standard Government travel re- 
quests are used and travel is permitted via United States-owned commercial air- 
lines. 
Question: “How many employee passengers on leave have used air transport? 
19538, 1954, and 1955? (a) Private carrier? (b) MATS or Air Force?’ 
Answer : The following figures represent the number of employees who traveled 
on private commercial planes on leave during calendar years noted: 
At euiployee’s expense : On Government expense on free home 
leave travel: 


RIM ea aa alee ioe ess 1, 520 RNS cece penscie idan vee arses ic SS 
NE a gl baa cata nna antinars __ 1, 464 NR ia os cent een etc eae ies 311 
RN a a a cee Solace a+ 4,402 DON ir ris scarier Sec ets 1, 207 
No employees traveled by MATS or Air Force planes while in leave status. 
Question: “Is the capacity of the Panama Line vessels adequate to supply 
the needs of the military now being met by MSTS vessels? (a) Cargo? (b) 


Passenger.” 
Answer: The Panama Line has adequate capacity 


to handle the cargo now 
being transported to the Canal Zone by MSTS vessels. 


The Panama Line could 
handle normal military and civilian passenger requirements but is not equipped 
tu handle mass troop movements without making 
would be entirely feasible. 

Question: “How many Panama Steamship Line employees are engaged 
solicitation of commercial accounts? (a) Passenger 
personne! ?” 

Auswer: The Panama Line has no employees engaged in solicitation of pas 
senger business and has only one employee whose principal duties consist of ar 
ranging freight shipments and, to a degree, 


certain adaptations, which 


in 
personnel? (0b) Freight 


soliciting freight business. The 
general manager of the line, the freight traffic mannger, assistant freight traffic 
manager, the passenger traffic manager and his assistant, and the general agent 
in Haiti do a certain amount of incidental solicitation in connection with their 
normal representation of the line; however, solicitation is not recognized as 
a prime responsibility connected with their positions. 

Question: “Please provide for the record the income statement of the Pan 
Steamship Line, or pro forma thereof, for the vears 1953, 1954, and 1955." 

Answer: Combined income statement for the Vanatma Line for fiscal 
1953, 1954, and 1955 is attached as exhibit I. 

Question: “On page 16 of your testimony you comment on the provisi fon 
a tolls hearing in accord with the Administrative Procedure Act and for : 


i ‘ rt 
review of such decisions, making the observations that the interest of the “| 
States is protected in the present tolls-setting method: that the theory hind 
the Administrative Procedure Act does not apply and that there is qiuisi 


judicia! decision involved and hence no basis for a court review. 
obi tion ft e 
basic proposition of such a procedure being applied to tolls hearings and to 
court review of decisions? If it has, please state reas : 


“Aside from these considerations, does the Company have any 


ils. 

Answer: The objections of the Company to the application of the Admini 
strative Procedure Act and of judicial review, to the tolls-changing procedure, 
are believed rather fully developed in the written report and testimony of the 
Company at the hearings. The Company’s position on these matters is perhaps 
best summarized in the statement already of record that the application of the 
adjudication and related provisions of the Administrative Procedure Act to 
tolls hearings, an the provisions for judicial review and control, are unsound 
and inappropriate in concept, and inconsistant with the nature and necessities 
involved in the fixing of the price to be charged by the Government for the use 
of a service facility owned and operated by the Government. 

In this connection it is noted that the ‘clean bill” adds the clause “and any 
adjudication determined on the record,” in the amendment to section 411, fol- 
lowing the requirement that the hearing be conducted in accordance with the 
Administrative Procedure Act. It is not believed that this added clause would 
accord with the terms or principles of the Administrative Procedure Act since, 
as we understand it, the approval or prescription for the future of rates consti- 
tutes “rulemaking” under that act, while “adjudication” refers to agency action 
for the formulation of an order. 
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It is believed, therefore, that, if provisions of the Administrative Procedure 
Act were to be applied to the tolls-changing procedure, it would be the provisions 
of the act relative to rulemaking, rather than the provisions concerning adjudi- 
cation. However, reference to the terms of the act relative to rulemaking dis- 
Closes that those terms are specifically inapplicable to any matter relating to 
agency management or to public property; and the propositions that tolls chang- 
ing relates to agency Management and to public property are not believed to need 
elaboration. 

Considering the foregoing, and considering especially the fiscal control pos- 
sessed and exercised by the Government over the Company, it is not believed 
that the extension of the Administrative Procedure Act or of judicial review 
is necessary, or would be sound or in the best interests of our Government. 

Question: “Page 17, paragraph 3, of your testimony states that it ‘does not 
seem logical to bill other Federal agencies for the Canal Zone activities in which 
they are in no way involved and concerning which they have no authority or 
responsibility.’ 

“(a) Would you explain the essential differences between the Company's 
charging the Military Establishment for the use of school and other fa- 
cilities, and the proposed charging of other Federal agencies for services 
such as immigration, customs, post office, performed by the Zone Government 
for these agencies ?”’ 

Answer: The very real difference is that the military in the Canal Zone are 
charged solely on a user basis for direct service actually rendered whereas the 
Canal Zone Government immigration, customs, and post-office services are not 
performed either directly or indirectly for, and are entirely outside the jurisdic- 
tion, authority, and responsibility of, the immigration, customs, and post-office 
functions in the United States. The Armed Forces pay hospital and school costs 
for actual individual patients and students who are present in the Canal Zone and 
are the responsibility of the military. The other agencies would also be charged, 
on a user basis, for services rendered, if there were any. In fact the United States 
Post Office is so charged for a minor direct service rendered in connection with 
certain intransit international mail. Sut otherwise such other agencies receive 
no services and are in no way involved in the Canal Zone Government activities 
in question. 

Question: “(b) Would the Company favor a statute providing for tax credit 
for actual remission of the equivalent of income taxes collected from citizens 
residing in the zone’ In answering this question, I would appreciate your views 
as to any differences, legal, constitutional or otherwise, which obtain in the 
Canal Zone ns compared with the situation in Guam and the Virgin Islands where 
tax credits to local government are provided.” 

Answer: It appears that the Federal income-tax laws apply in the Virgin Islands 
and in Guam ina like manner to that in the United States, or in other words thai 
such laws have Territorial application to those places (48 U. 8. Code, sees. 13897 
and 1421i) This is unlike the Cannl Zone, where those laws apply only to 
citizens and domestic corporations, and where some of the citizens, other than 
employees of the Government, are accorded benefits respecting income from 
sources within possessions amounting in most cases to complete exemption (26 
U.S. C., Supp. IT, see. 951). 

It is neted that the proceeds of income taxes in the Virgin Islands “are paid 
into the treasuries of said islands: and that the proceeds in Guam are “covered 
int» the Treasury of Guam and held in account for the government of Guam, 
and shall be expended for the benefit and government of Guam in accordance 
with the annual budgets.” 

As to the nature of the statute contemplated by the question under discussion, 
it is not assumed that there is contemplated a statute, similar to those in the 
Virgin Islands and in Guam, covering the proceeds of income taxes into the 
“treasury” of the Canal Zone Government; but is, instead, assumed that there is 
contemplated something along the lines of a statute providing for the crediting 
of the amount of income tax collected in the Canal Zone against the obligation 
of the Panama Canal Company to reimburse the Treasury of the United States 
for the net costs of operation of the Canal Zone Government. 

Regarding the reason for the imposition upon the Company of the burden of 
reimbursing the costs of Canal Zone Government, the report of the Bureau of 
the Budget, upon which the canal reorganization was based, said that, inasmuch 
as the Company would not pay taxes, which it would be required to do if it were 








PANAMA CANAL 159 


a private corporation, it should be expected in lieu of taxes to bear the net 
expenses of civil government, health, and sanitation (H. Doc. No. 460, Sist Cong., 
p. 14). And in the report of the Committee on Merchant Marine and Fisheries 
on the reorganization legislation (H. Rept. No. 2935, to accompany H. R. 8677, 
Slst Cong., p. 4), that committee expressed its concurrence in the recommenda- 
tion of the Bureau of the Budget that the net costs of health, sanitation, and 
civil governmeut should be borne by the corporation in lieu of taxes. It is of 
course the established policy that the Panama Canal enterprise as a whole should 
be self-sustaining. As regards capacity to be self-sustaining, the situation in the 
Canal Zone (i. e., in the canal enterprise) is believed to differ very markedly 
from the situations prevailing in the Virgin Islands and Guam where available 
efforts and resources are necessarily concentrated on economic improvement and 
development. 

A further observation is that the legislation contemplated by this question is 
not, in the Company's view, hecessary to the achievement of proper pricing for 
the goods and services to employees, the payers of the income taxes concerned in 
the question. The benefit of the tax credit would accrue almost entirely to custo- 
mers of the canal enterprise other than the employees, at the expense of the 
United States Treasury. 

The above background facts and observations are submitted without a recom- 
mendation one way or the other in direct response to the question. The question 
is one which should have further consideration and action by the Board of Diree- 
tors before the position of the Company is formulated and stated. 

Question: “Under what category of overseas administration by the United 
States Federal Government does the Panama Canal fall? Does it have a separate 
and unique status? (If the above question requires any delay in supplying the 
answer, I would appreciate it being separated from all other questions in order to 
not delay the submission of the other question.) ” 

Answer: It is considered that the canal enterprise has a separate and unique 
status insofar as concerns “overseas administration” by the United States Goy- 
ernment. The jurisdictional status of the Canal Zone under governing treaties, 
and the resulting relations with the Republic of Panama, are unique. The 
of the enterprise, to operate and maintain the waterway for the transit of vessels, 
and the resulting necessary supporting activities, involve a unique mixture of 
business-type activities on the one hand and normal governmental activities on 
the other. All these, and other factors, including the congressional mandate 
that the enterprise as a whole be self-sustaining, combine to distinguish the 
Panama Canal from the overseas activities of other agencies in foreign countries 
and from the administration of United States Government interests in other Ter- 
ritories or possessions, such as Alaska, Hawaii, Puerto Rico, the Virgin Islands, 
Guam, Samoa, etc. 


‘Inission 


COMMENTS OF BEHALF OF PANAMA CANAL COMPANY AND CANAL ZONE GOVERN MEN1 
ON “CLEAN BILL” ENCLOSED WITH SENATOR MAGNUSON’S LETTER OF APRIL 5, 
1956, CONCERNING 8&8. 2167 


(Comments are limited to new or revised material in the clean bill as com 
pared with 8S. 2167.) 
SECTION 1 OF CLEAN BIL 


This section would substitute the Secretary of Commerce for the President or 
his delegee (Secretary of the Army) as the supervisor of the administration of 
the Canal Zone Government. 

The views of the canal agencies in opposition to this change are the same as 
those expressed in their written report and oral testimony relative to placement 
of the Panama Canal Company in the Department of Commerce. It is also noted 
that, while under the “clean bill” the Secretary of Commerce would be both 
supervisor of administration of the Canal Zone Government and stockholder of 
the Company, he would not have the characteristic “stockholder” function of 
electing (appointing) the directors or, in fact, any other clearly discernible func- 
tions as regards the Company. Considering, further, that the Board would be 
merely advisory, it would appear that the office of the Administrator of the Com- 
pany would be very much more powerful than the present office of President of 
the Company. The present arrangement is still strongly recommended as being 
in the best interests of the canal enterprise and of the United States. 
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SECTION 2 


This amendment providing for the appointment of the Governor, and providing 
that he shall serve also as Administrator of the Company, omits the present pro- 
vision relative to the (4-year) term of the Governor, despite the retention of the 
word “term” in the headnote in the clean bill. It also omits the present, inoper- 
ative provision fixing the Governor’s salary at $10,000 per annum. The apparent 
reason for the salary omission is the provision in section 5 of the bill, fixing the 
Administrator’s salary at $22,500 per annum. However, it is noted that the bill 
makes no mention of the act which currently fixes the salary of the Governor 
at $15,000 a year (act, October 15, 1945, 63 Stat. 880, 881). The probable intent 
of the clean bill is that the Governor-Administrator receive no salary as Govy- 
ernor ; however, it is doubted that such intent is sufficiently evidenced. 


SECTION 4 


In the amendment to section 246 (e), section 4 of the clean bill revises the 
language in the first proviso relative to the portion of the cost of operating and 
maintaining roads, etc., which is represented by the use of military personnel 
and their families. The revised language is still considered vague, complex, and 
probably defective. It is not seen, for example, why the civilian employees of 
“other governmental agencies and their dependents” should be ‘chargeable’ to 
the military agencies; nor is it seen why the citizenship of the residents of the 
Canal Zone should be material in this matter. It is unclear, furthermore, whether 
the reference to civilian United States citizens in the Canal Zone, or is not 
intended to be limited, as in the case of citizens of Panama, to those employed 
by the Canal agencies, and their dependents. 

Also in the amendment to section 246 (e), section 4 of the clean bill adds a 
second proviso, reading: “Provided further, That the Canal Zone Government 
shall require payment on a full cost basis for goods and services provided to 
individuals or their dependents, when such individuals are not employed by 
the Canal Zone Government or the Panama Canal Company.” 

That the above-quoted second proviso is too inflexible to be appropriate as a 
basis for charges for governmental services is, we think, well illustrated by the 
recent general expression of the sense of Congress respecting charges of Federal 
agencies. In title V of the act of August 31, 1951 (5 U. S. C. sec. 140), it was 
said that any work, etc., provided for any person should be self-sustaining to the 
full extent possible, and that fees and charges should be prescribed on the bases 
of fairness and equitability “taking into consideration direct and indirect cost 
to the Government, value to the recipient, public policy or interest served, and 
other pertinent facts * * *.” The second proviso would, by contrast, inflexibly 
require recovery of full cost in all cases. 

The second proviso is considered undesirable in other respects, particularly in 
comparison with section 105 of the Civil Functions Appropriation Act, 1954, as 
amended by section 107 of the similar act for 1955, concerning the furnishing of 
education and hospital and medical care. Section 105, as amended, provides 
that amounts expended by the Panama Canal Company for furnishing education, 
and hospital and medical care to employees of agencies, other than the canal 
agencies, less amounts payable by such employees and their dependents, shall be 
fully reimbursable to the Canal Zone Government by such agencies. The Senate 
report, which founded the amendment to section 105 (Rept. No. 1873, 83d Cong., 
p. 25) recognized that schools and hospitals could not be operated on charges 
made to individuals for services rendered, if those charges were to be within the 
reach of the average citizen, and that normally additional support from taxes or 
other types of indirect charges were necessary to carry on such activities: and 
also expressed its intent that the principle of free education in grades 1 through 
12 would extend to residents of the Canal Zone. It is our view that section 105, 
as amended, provides a sound solution to the problem of the costs of educationarl, 
medical and hospital care, and that such section should not be disturbed. 


SECTION 6 


Section 6 of the clean bill would add at the end of subsection (a) of section 
248, as shown in §S. 2167, a proviso and a sentence reading as follows: “: Provided, 
however, That all goods and services supplied by the Panama Canal Company 
and Canal Zone Government to its employees shall be exempt from the self- 
support requirement. The Administrator shall at least annually, take what- 
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ever action is necessary to establish consumer prices in the Canal Zone on such a 
level as to establish a cost of goods and services in the Canal Zone equal to the 
current cost of equivalent goods and services in Washington, District of Colum- 
bia, as established by the Bureau of Labor Statistics.” 

The proviso and the sentence are here discussed separately, beginning with 
the former. 

The written report and testimony on behalf of the canal agencies has already 
commented upon the requirement that the additional facilities be self-supporting, 
which underlies the subject proviso. The words ‘and Canal Zone Government” 
have, it is submitted, no proper place in the proviso since the self-support re- 
quirement related to “additional facilities” operated by the Company, and has 
no relation to facilities operated by the Canali Zone Government. It is noted 
that the self-support requirement appertains to the “additional facilities,” 
and apparently to each facility severally, whereas the exemption contained in 
the proviso appertains not to the facilities but to certain classes of customers 
of the facilities, namely, employees of the Company and Government. It is not 
seen how this arrangement could be satisfactorily workable. Assuming there 
were to be a requirement that the “additional facilities” be self-supporting, 
then the canal administration would favor an appropriate exemption in favor of 
employees ; however, it is submitted that the exemption would, in order to be 
workable, have to relate to facilities (or to activities) and not merely to certain 
classes of customers of various facilities (or activities). The exception would 
be directed at such activities as the commissaries, the community service centers, 
housing, ete., and these activities should be described as those predominantly 
engaged in providing goods and services for employees. Lastly, in connection 
with any exception of employee-service facilities or activities from a _ self- 
support requirement, there should necessarily be considered and resolved the 
question as to how any unrecovered loss from the supplying of goods and services 
to employees is to be borne. 

Referring to the sentence added by section 6 of the clean bill, a number of 
preliminary comments are indicated before discussing basic merits. 

Noting that the language of the sentence expressly contemplates that the 
Administrator of the Panama Canal Company would “establish consumer prices 
in the Canal Zone,” and would “establish a cost of goods and services in the 
Canal Zone,” it is suggested that, while the functions of the Administrator would 
include pricing for goods and services supplied by the Panama Canal Company, 
the functions, and the authority, of the Administrator would not broadly include 
the establishment of consumer prices in the Canal Zone or the establishment of 
a cost of goods and services in the Canal Zone. The Administrator would not, in 
other words, have authority to establish prices for goods and services supplied 
by others, including the Canal Zone Government, the military agencies, the non- 
appropriated fund instrumentalities associated with the military agencies, and 
the concessionaires of the various agencies. It is thus assumed that if this 
sentence were to be retained it would be revised in such manner as to relate only 
to Company prices and charges. 

It is understood that this provision has been viewed by some as contemplating 
the pricing, at Washington, D. C., levels, of a Canal Zone “market basket” of 
goods and services; however, if such was the intent, we think that it has not 
been achieved in the present draft. We interpret the present draft as referring 
to the pricing at Washington levels of each individual item of goods and services. 
Further, the present wording in its use of the unqualified word “equal” would 
appear to require that the price of each item should be precisely equal to the 
price of equivalent goods and services in Washington; a manifest impossibility 
except where the items happen to be identical. 

Under the sentence as presently worded it is not apparent, or at least not 
clear, who, as between the Administrator and the Bureau of Labor Statistics, 
would perform the important and intricate task of determining the “equivalence” 
of the items of goods and services. 

The question, broached in the above discussion of the proviso, again presents 
itself as to how unrecovered losses from the supplying of goods and services to 
individual consumers are to be borne. Neither the sentence under discussion, 
nor any other part of the clean bill, appears to supply the answer to this question. 

The sentence is believed unnecessary and highly impractical, whether it con- 
templates the Washington pricing of individual items or the Washington pricing 
of a “market basket” of goods and services, aimed at achieving the same costs, 
in the aggregate and for the average consumer, as prevail in Washington. The 
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arrangement would be completely artificial, cumbersome, and continuously con- 
troversial. It is quite obviously inappropriate as a means of pricing for sales 
and services supplied to employees in positions filled locally and compensated 
in accordance with the rates prevailing in this general area; and numbers of 
such employees will continue to reside in the Canal Zone and enjoy purchase and 
Service privileges. 

SECTION 9 


In the authorization for prescription of tolls, section 9 of the clean bill would 
substitute the phrase “in accordance with the provisions of the section next fol- 
lowing” for the present phrase “subject to the provisions of the section next 
following.” If there is any substantial difference between the two phrases, it is 
not apparent. . 

The first proviso in section 411, as amended by section 9 of the clean bill, 1s 
viewed as being defective in that it deletes the original provision continuing in 
force the prevailing rules of measurement. The language of that proviso con- 
tinuing in effect “the rates of tolls lawfully prevailing on the effective date of this 
amended section” would present to the Congress the issue of whether to sub- 
stitute an uncertain and controversial provision for one which is clear and non- 
controversial. 

The remaining change accomplished, by section 9 of the clean bill, in section 
411, would add, following the requirement of the original bill that the tolls 
hearing be conducted in accordance with the Administrative Procedure Act, the 
clause “and any adjudication determined on the record.” It is not believed that 
this added clause would accord with the terms or principles of the Administrative 
Procedure Act since, as we understand it, the approval or prescription for the 
future of rates constitutes “rule making” under that act, while “adjudication” 
refers to agency action for the formulation of an order. 

It is therefore considered that, if provisions of the Administrative Procedure 
Act were to be applied to the tolls-changing procedure, it would be the provisions 
of the act relative to rule making, rather than the provisions concerning adjudica- 
tion. However, reference to the terms of the act relative to rule making discloses 
that those terms are specifically inapplicable to any matter relating to agency 
management or to public property; and the propositions that tolls changing 
relates to agency management and to public property are not believed to need 
elaboration. 

Considering the foregoing, and considering especially the fiscal control possessed 
and exercised by the Government over the Company, it is believed that the exten- 
sion of the Administrative Procedure Act or of judicial review is unnecessary, 
and would be unsound and contrary to the best interests of our Government. 


SECTION 10 


The only additional change made by (sec. 10 of) the clean bill in section 
412 (b) is to delete the word “directly” from the phrase “together with the 
facilities and appurtenances [directly] related thereto.” The theory of the 
deletion is not evident. 
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ExuisitT I 











Panama Line: Statement of passengers carried for fiscal year ended June 30 
1953 


’ 


SOUTHBOUND 





From New York to Canal Zone 


Employees and 
families traveling Official 























, : | From From 
at personal expense | travel, New Haiti to 
—— —| emplog- York to| Canal | Grand 
Month ) ) . Haiti: Zone: Porc. 
Panama Panama Com- Gone Gun passen- 
Canal Other | Canal mercial Free ae : gers 
’ ther ‘rcial rei ; 
Company| q.. =| ~=soand (tariff mercial | mercial 
and — Govern- Canal (tariff (tariff) 
bids 
Canal P a Zone 
Zone ae | Govern- 
Govern: 5 , ment 
ment 





1952—July 353 114 46 3 797 
August 431 60 18 1 720 
Septem ber- 759 69 32 9 986 
October 256 42 28 l 464 
November. A} 2b 18 }] 356 
Decem bet 157 43 17 24 oi 381 

1953—J anuary SS ae | 8 2 ‘ 348 
February..---- 87 | 2 | 19 & 13 3 4(\4 
March......... 50 . 13 | 61 1 484 
A pril - 50 4 uy 357 2 81 7 510 
May-- SS Betapace 13 | 27 43 3 244 


Total_. 


NORTHBOUND 





From Canal Zone to New York 
Employees and 
families travel- | Official 















Fron From 
£ % S ] ravel, ; ‘ a 
ing at personal | travel Haiti to | Canal 
expense employ- . , Grand 
ees of Vew Zone to bial 
Month — 1 - Pp . Y ork Haiti ee 
inama Com- Cam: Com- Passen- 
Panama |} Canal mercial Free fanerdal it maceotad ers 
Canal Other and (tariff (t ff (t ff 
Company; Govern- | Canal oni on 
and Ca- ment Zone 
nal Zone | depart- | Govern- 
Govern- ; ments ment 
ment 












1952—July 377 213 72 165 } 831 
August 257 132 43 215 I 648 
September 304 | 136 58 139 6 643 
October 107 ] 33 oS 1 10 
November 66 | 13 44 76 1] 10 
December 125 43 17 92 22 299 

1953—January 30) 1] 171 2 214 
February-.- 43 | 2 14 268 s 20 355 
March. 54 | 24 364 4 56 12 514 
April...-.. 168 68 372 78 5 691 
May 4194 | 76 170 49 | ( 795 
June 541 | 92 146 3 37 | s 827 






Total 2, 566 540 552 2, 246 62 240 | 31 








Grand total-_} 5, 230 900 782 4,774 127 480 50 12, 343 











NotTe.—Beginning with the departure of the steamship Ancon, Feb. 3, 1953, the Panama Line reentered 
the Haiti service. 
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Panama Line: Statement of tonnage handled for fiscal year ended June 30, 1953 


SOUTHBOUND 


From New York | 
to Haiti | 


| oer ee eos si 
| 


From Haito to 
Cristobal 


| , r 
| From New York 
to Canal Zone 


Month : 

Total 
com- 
| mercial 


| 
Total | Total 
com- | Govern- | 
| mercial ment 


Total 
com- 
| mercial 


Total 
Govern- | 
ment 


. | 
Total | 

| Govern- | 
ment 


1952— 
July 
August 
Septem ber-_. 
October 
November_-__- 
December 
1953— 
January 
February 
March... 
A ican 
May...-- 


NORTHBOUND 


From New York tol 
Central America | 
| + | Grand 
total, 
Total tonnage 
| Govern- 
} ment 


Total 
com- 
mercial 


15, 518 
12, 142 
14, 353 
12, 579 
12, 629 
14, 078 


1, 409 | 
1, 212 
860 
1,001 
675 
329 | 
326 | 
257 | 


9, 129 
10, 171 
12, 364 
14, 753 
276 12, 041 
414 13, 295 


8, 279 | 153, 052 


223 


From Central | 


| From Canal Zone 


to New York 
Month 
Total 
| Gov- 
ern- 
ment 


Total 
com- 


| mercial 


From Haiti to 
New York 


Total 
Gov- 
ern- 
ment 


Total 
} com- 


| mercial | 


From Cristobal 
to Haiti 


T ot = 
Total | Total 
com- 


ern- ; 
orcis 
ment | mercial 


America to 
New York | 


Total 
Gov- 
ern- 
ment 


| 


| 


Total 
com- 


| mercial | 


Grand 
total, 
ton- 
nage 


1952—J uly - - 
August 
September 
October 
November 
December - - - - 

1953—January 
February 
March 
Ard... 
May.. 
June 


99 
“- 


81 
24 
3 
30 
43 


395 
370 
3 | 158 | 
74 | 268 
87 


957 


Total. 


1, 403 | 


Grand total_| 60,519 | 107, 51: 110 9, 129 | 13 | 224 


Nortrr.—Beginning with the departure of the steamship 


Ancon, Feb. 3, 1953, 
the Haiti service. 


181 


8, 279 | 185, 787 


the Panama Line reentered 
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Panama Line: Statement of passengers carried for fiscal year ended June 30, 












































1955 
SOUTHBOUND 
= - = aiid _ —- 
| From New York to Canal Zone | 
| | epokee erin 
| Employees and | | | 
| families traveling * | | 
| : ae Official From | From 
at personal expense| travel, | New Haiti to | q 
| mare em- | | York to | Canal Gass 
Month | Panam | | ployees’ |ployees of} Com- | Haiti: Zone: ome. 
| — leave on| Panama | mer- | prog | Com- * Com- euanaie 
lcompany| Other |"home | Canal | cial | | mercial | mercial ee 
. ona Y| Govern- leave | and (tariff) | | (tariff) (tariff) 
Games ment Canal | | 
Saas | depart- | Zone |} | 
Govern- | ments | Govern- | 
| ment | 
| | | | 
1954—July_.....----| 301 | Mitsstacenme 49 | 331 2 139 | 10} 848 
August _..-.--| 359 Salina aieeaciaee 11 255 | 4 89 3 | 721 
September... -| 833 | iT csisinctaalis 16 99 1 88 | 1} 1,040 
October-...-.- 247 | 8 | 1 | 8 130 |.- 164 | 3 561 
November---.| 163 12 | 12 10 127; 10} 126 | 9 469 
December. - - -| 128 42 17 | 5 142 | 30 158 3 | 52! 
1955—January - .-.-- 57 2 56 1) 161} 11 | 96 | i 386 
February ----- PE eausonsas 15 10 193 | 4 | 165 | 10 | 411 
March..-....- 2 bewwes 20 8 | 244 |... 145 | 5 | 424 
BEE awen 7 7 4 8 a} a 136 17 | 392 
ae 12 er 27 | 9 | 83 2 37 | 3 | 173 
Peeeswwsieus ens 34 8 55 5 101 21 108 2 315 
Obl. ccoune | 2, 157 97 207 140 2,077 68 1,451 | 68 6, 265 
NORTHBOUND 
From Canal Zone to New York 
| Employees and | 
| families traveling — | 
at personal — at From | From | 
expense ot a Haiti | Canal | s 
ics alee ete a to Zone Gran 
Month “ae “— ” Com- New to | total, 
Panama travel | Panama! mer- | York: Haiti: | pas- 
Canal : ro te Free | Com- Com-_ | sengers 
Com- | Other | ,°” Canal cial | mercial | mercial 
pany | Govern- | home | and (tariff) (tariff) (tariff) 
| and ment | leave Canal " eer 
*e ae | Zone | | 
; Canal | depart Chanson | 
Zone ments | Severe | 
A | ment 
| Govern- | | 
{ Ment | | 
1954—July -..------- 330 66 279 1 101 | 5 | 782 
August. .-.----] 261 41 264 4 80 8 | 658 
September. ---| 286 5 “ 25 198 | 2 115 7 | 638 
October ---| 43 2 42 2% 99 ] 66 | 8 284 
November- ---| 49 4 19 21 74 4 31 | 9 211 
December - - - -! 4 64 14 13 81 37 92 | 10 315 
1955—January --| 3 2 11 5 167 10 48 11 257 
February - - | 3 5 6 20 163 2 83 10 302 
March. -. 23 ae 13 | 26 284 3 129 | 6 | 484 
CS 42 9 75 36 261 5 154 | 12 594 
Ce 49 412 | 62 94 é 40 | 6 | 663 
PO. -. 555 51 zi 545 | 34 79 1 | 40 | 9 | 759 
Peel... | 1,154 91 1, 137 372 | 2,043} 70 979 101 | 5,947 
(| SF) oS eS eee eS 
Grand total 3,311 | 188 | 1, 344 | 512 4, 120 138 2, 430 169 | 12, 212 
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Panama Line: Statement of tonnage handled for fiscal year ended June 30, 1955 
SOUTHBOUND 


Month 





1954—July 
August-.-_-.- 
September-- 
October 
November 
December 
January 
February -- 
March... 

A pril 
May.- 

June. 


1955 


Total _- 


Month 





1954—July -.......-- 
August 


Septem ber-.---| 


October 
November. .- 
December. - - - 
1955—January - --.-- 
February - -- -- 
DERTOD...wccc 
OE ciccencen 
nc oemed 


ae | 





























| From Canal Zone 








| 


From Haiti to From Cristobal 


From Central 
America to 








le ee Sas 
| From New York | From New York From Haiti to | 7 co 
to Canal zone to Haiti Cristobal | America Grand 
s ees fs af i total, 
| | | ton- 
Total | Total | Total | Total | Total Total | Total Total nage 
|Govern-| com- |Govern-| com- |Govern-| com- Govern-| com- 
| ment mercial | ment | mercial} ment | mercial | ment | mercial 
| | | | | | — 
| 4,095! 7,540 131 | 2,416 | 49 | 6 | 1 88 | 14,326 
| 3,660 6,532 12| 1,536 1 | 28 |. 52 | 11,821 
5,173 | 9, 115 | 115 | 2,717 2 | 59 | 13 88 | 17, 282 
5, 483 6, 316 | 176 | 2, 929 |. . | BR Ae Scns ccuan | 64 15, 092 
5,179 | 6, 883 206 | 2, 976 | 189 150 1 | 44 15, 628 
6,566 | 9, 199 | 232; 2129 |. | 405 77 | 18,608 
| 3,707 7, 346 217 | 996 15 | 173 | 1 | 77 | 12,532 
4,051 8, 498 | 70} 1,637 | 45 | 126 | | 38 | 14,465 
4, 676 6, 054 | 24 1, 863 | 110 | Oe 4. | 54 13, 064 
4, 384 | 7, 254 | 138 | 1, 734 | 1 | Pe Bon | 81 13, 893 
3,655 | 5, 546 | 64 1,681 | 52 108 | | 83 | 11,189 
4,859) 5,427 | 13) 1,554 | | | 36 | 11,889 
55,488 | 85,710 | 1, 398 24, 168 464 | 1, 763 16 782 | 169, 789 
NORTHBOUND 











to New York New York to Haiti New York Grand 
Saal | total, 
ton- 
| Total Total | Total Total | Total Total | Total Total nage 
|Govern-| com- |Govern-| com- |Govern-| com- |Govern-| com- 
| ment | mercial | ment | mercial | ment | mercial | ment | mercial 
| 293 | 3,621 | 7| 77] 3 183 | Di incaceta 4,827 
24] 1,948 | 39 | yy ee, OOF tisssccceteceuss i 2, 697 
40 | 2,108 | 3 | 492 | 20 | 905 1 ~<--»=-< 308 | 3,236 
52 | 1,540 12 489 1 252 J--=---- 19 | 2,365 
12| 1,738 |... 645 | 2 ET cc csnaus 66 | 2,749 
83 | 1,310 | 18 406 | 22 342 |..-....--| 529] 2,710 
34| 1,473 37 262 | 6 BE Eo nciisciens 529 | 2, 595 
41 921 | 2 225 | 1 | SOO coe kce 2] 1,322 
31 1,375 | 52 | 792 | 21 OR asc ss 521 | 2, 984 
186 | 3,957 63 750 | 1 98 ee. 03- 36 | 5,168 
45 | 3,379 | rope ee Ar ice cess ee ees a2 177 | 4,216 
13 | 3,384 | s 281 | 3 SIO Vedecconsa 4| 3,869 
854 | 26,754] 241] 5,960 | 80 | 2,655 | 3| 2,191 | 38,738 
Grand total.| 56,342 | 112,464 | 1,639 | 30, 128 | 544 | 4,418 19 | 2,973 | 208, 527 
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Exureit II 


Panama Canal Company—Steamship Line operations: Comparative statement 
of income and expenses for the years 1953-56 


i ‘ | 10 months’ 
¢ ¢ 4 j g 
1953 | 1954 | 1955 total, 1956 






































Revenues: 
Rn a Se : $2, 931,989 | $3, 541,035 | $3,671,118 | $3,388. 182 
DINE Ss ig cic akcinuyens saad bRedxahuernudeeatien j 1, 164, 324 1,311, 436 | L, , 301, 042 1, 144, 490 
Total revenues........----------- me eae tear & 4,096,313 | 4,852, 471 4,97 2, 160 4, 532, 672 
Interdivisional sales and services: | | 7 
Freight -...--- aban acdewine iicaccen) Sane 1, 093, 992 1, 092, 739 1, 104, 532 
Passenger... Sects cae ac wdaa bees 544, 313 | 479, 369 | 539,107 | 434, 684 
Total interdivisional sales and services 1, 683, 387 1, 573, 361 < 631, 846, | 1,539, 216 
Total revenue and interdivisional credits -- 5, 779, 700 832 | 6, 604, 006 5 | 6,071, 888 
Expenses: 
Operation of ships------ = 2 ; gee 4, 308, 050 4, 851, 055 4, 935, 553 4, 303, 275 
Depreciation sea cok oe ; 480, 116 1 261, 448 254, 365 216, 673 
Maintenance of ships. SES ites 5 376, 549 260, 933 348, 384 | 280, 739 
Pier operations and general e xpense a. 870, 875 936, 611 1,157,544 | 1,004,050 
New York office accounting -- 70, 938 77, 912 (2) | (2) 
Genera land administrative expense of the company 43, 293 | (3) (3) | (3) 
NIT ONE. x nctwenaneadwasiaucouenenuceess 6, 149, 821 | 6, 387, 959 | 6,695,846] 5, 804, 737 


Operating margin or (deficiency) ........-......-- (370, ‘1 21) 37, 873 (01, 840) | 267. 151 
i 


1 Annual depreci: ition on steamships was reduced starting in 1954 because of increase in estimated service 
lives from 25 to 35 years’ adjusted prospectively. 

2 Reclassified to general corporate expense. 

3 The allocation of general and administrative expense has been discontinued, 


MARCH 28, 1956. 
Mr. RowLanpD R. HuGHEs, 


Director, Bureau of the Budget, 
Executive Office Building, Washington, D. C. 


DEAR Mr. HuGHEs: In the report of the Bureau of the Budget study of Panama 
Canal operations, transmitted by the President to Congress on January 31, 1950, 
certain recommendations were made, among them, that responsibility for supervi- 
sion of the Panama Canal and the Panama Railroad Company be transferred 
from the Secretary of the Army to the Secretary of Commerce. 

Have there been any further studies by the Bureau on the operations of the 
canal? Or has the Bureau at any time since this study was transmitted to the 
Congress revised or modified their recommendations regarding the transfer of 
these facilities to the Secretary of Commerce? 

Your prompt reply would be appreciited, so that we might have the benefit 
of the Bureau’s present thinking on the matter in the preparation of our com- 
mittee report on S. 2167, to transfer administration of the Panama Canal to the 
Secretary of Commerce. 

With kind regards, I am, 

Sincerely yours, 
WARREN G, MAGNUSON, Chairman. 





EXECUTIVE OFFICE OF THE PRESIDENT, 
BUREAU OF THE BUDGET, 
Washington, D. C., April 9, 1956. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D. C. 


My Dear Mr. CHAIRMAN: This will reply to your letter of March 2s, 1956, 
concerning the Bureau of the Budget study of Panama Canal operations, which 
was transmitted by the President to the Congress on January 31, 1950. As you 
have indicated, the Bureau recommended at that time that responsibility for 
supervision of the Panama Canal agencies be transferred from the Secretary of 
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the Army to the Secretary of Commerce. President Truman specifically with- 
held approval of this recommendation and stated that he desired “to give fur- 
ther study to that recommendation, particularly in connection with plans to carry 
out the proposals of the Commission on Organization of the Executive Branch 
of the Government which are now under consideration.” 

The Bureau has examined the organization and operations of the Panama 
Canal Company and Canal Zone Government from time to time since 1950 as a 
part of its normal functions under the Budget and Accounting Act. It has not 
conducted any special studies of the type undertaken in 1949 and 1950 at the re- 
quest of the Congress. 

The Bureau’s 1950 recommendation that supervision of the Panama Canal 
be transferred from the Secretary of the Army to the Secretary of Commerce 
represented an attempt to deal with certain specific organization problems ex- 
isting at that time. In January 1950 the Panama Canal was still operating 
under direct military control pursuant to a wartime executive order. The re- 
spective missions of the commanding general, Caribbean Command, and the 
Governor of the Canal Zone with respect to “protection” of the canal were not 
well defined, and the relationship of the Panama Canal agencies to the Depart- 
ment of the Army was also a subject of dispute. These problems have been 
substantially eliminated by the following actions taken since the Bureau’s 
study was transmitted to the Congress: 

1. The Executive order placing the Panama Canal under military control 
was revoked in February 1950. 

2. The President by letter dated May 30, 1952, clarified the position of the 
Secretary of the Army with reference to the Panama Canal Company and 
Canal Zone Government. It was made clear that the Secretary of the Army 
was to act as the President’s representative, not as head of the Department of 
the Army, in supervising the Panama Canal agencies. 

3. Executive Order 10398 September 26, 1952, clarified the respective roles 
of the commanding general, Caribbean Command, and the Governor of the 
Canal Zone with respect to protection of the canal. 

4. The Secretary of the Army now has a source of independent staff advice 
on Panama Canal matters in the Office of the Assistant Secretary of the 
Army (CMA) which did not exist in January 1950. 


In view of the above actions, the Bureau no longer favors transfer of super- 
vision of the Panama Canal to the Secretary of Commerce. Present arrange- 
ments are believed to be those best calculated to assure necessary coordination 
of the peacetime operations of the Panama Canal with those of the military forces 
in the Canal Zone and to facilitate planning for the defense of the canal in time 
of war. 

The primary concern of the Secretary of Commerce with the Panama Canal re- 
lates to the fixing of toll rates and the effect such rates may have on national 
transportation objectives. This Bureau is of the opinion that satisfactory ar- 
rangements can be developed which will provide essential coordination with re- 
spect to tolls policy without requiring any change in present supervisory 
responsibilities. 

Sincerely yours, 
PERCIVAL BRUNDAGE, Director. 





PACIFIC AMERICAN STEAMSHIP ASSOCIATION, 
San Francisco, Calif., March 30. 1956. 
Panama Canal: S. 2167, 84th Congress, letter of comment by Director, Adminis- 
trative Office, United States Courts 
Hon. WARREN G. MAGNUSON, 
United States Senate, Washington, D. C. 

DEAR SENATOR: This refers to letter of comment by Mr. Harry P. Chandler, 
Director Admnistrative Office, United States Courts, which was read at the hear- 
ing before your committee on the above bill on March 20, 1956. I commented 
briefly on the points made in that letter, and at that time indicated that I would 
like to comment in more detail later. 

Mr. Chandlers’ letter made these points : 

1. Venue—Second district versus fifth district—The letter stated that under 
°8 United States Code 41, the Canal Zone is a part of the fifth circuit, and not 
the second, and that for that reason any appellate matters growing out of section 
411 of the Canal Zone Code should be handled in the fifth, not second circuit. 
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Comment: Because of the many amendments to the Canal Zone Code, and lack 
of availability of all of the sections thereof in one document, it is certainly under- 
standable that Mr. Chandler’s office in preparing the letter, may -possibly have 
overlooked the new section 245 of the Canal Zone Code, as amended by Public 
Law 808, 80th Congress, which reads in part: 

“* * * Within the meaning of the laws of the United States relating to venue 
in civil actions, the corporation shall be deemed to be an inhabitant and resident 
both of the southern judicial district of New York and of the Canal Zone.” 

Thus it would appear at least that there is room for legislative direction as to 
where venue might lie, since the corporation resides in both judicial districts. 

2. Propriety of placing before a court.—The letter points out that courts are 
constituted to handle transactions for which there are definite standards either 
by law or regulations. He adds that no criteria are prescribed for the exercise 
by the court of appeals of the jurisdiction purportedly to be conferred upon it 
by the proviso, beyond what the letter described as “vague” terms, i. e., “unlaw- 
fully withheld” and “unreasonably delayed.” He described these as too uncertain 
for court action. 

Comment: Actually, the terms cited by the letter are lifted bodily from the 
Administrative Procedure Act. The Administrative Procedure Act provides for a 
right of court review of Government agency action without such action neces- 
sarily having been judicial or quasi-judicial in character. 

Section 10 provides that “except so far as (1) statutes preclude judicial re- 
view or (2) agency action is by law committed to agency discretion 

“(a) Rigur oF REVIEW.—Any person suffering legal wrong because of any 
agency action or adversely affected or aggrieved by such action within the 
meaning of any relevant statute, shall be entitled to judicial review thereof. 

“(b) ForM AND VENUE OF ACTION.—The form of proceeding for judicial 
review shall be any special statutory review proceeding relevant to the sub- 
ject matter in any court specified by statute or, in the absence or inadequacy 
thereof, any applicable form of legal action * * * in any court of competent 
jurisdiction * * * 

“(¢) REVIEWABLE ACTS.—Hvery agency action made reviewable by statute 
and every final agency action for which there is no other adequate remedy in 
any court shall be subject to judicial review. * * * 

“(e) SCOPE OF REVIEW.—So far as necessary to decision and where presented 
the reviewing court shall decide all relevant questions of law, interpret con- 
stitutional and statutory provisions, and determine the meaning or applica- 
bility of the terms of any agency action. It shall (A) compel agency action 
unlawfully withheld or unreasonably delayed, (B) hold unlawful and set 
aside agency action, findings, and conclusions found to be (1) arbitrary. 
capricious, * * *” 

3. Lack of adequate record.—The letter states that the court of appeals acts 
only on a record either of a proceeding in a district court or an administrative 
agency. “The provision lacks any provision for an appropriate record for con- 
sideration of a court of appeals,” the letter states. 

Comment: This objection does not appear to be valid. Two types of matters 
would come before the court under such a provision. The first might be an ap- 
peal from a decision of the corporation, establishing a particular tolls rate, 
after holding a hearing and making an adjudication. A court review of this 
kind of an agency act is clearly provided for in section 10 (c) of the Administra- 
tive Procedure Act. (See italicized portion of sec. 10 (c), above). 

The second might be an appeal from a refusal of the Panama Canal Company 
to even so much as hold a hearing. In such a case, the appeal would be from 
agency action “unlawfully withheld” as in section 10 (e), quoted above. In the 
case of this second type of appeal, it certainly may be said, as Mr. Chandler’s 
letter alleges, that there would not be as complete a record nor the same kind 
of a record as one resulting from a tolls hearing. The record would presumably 
be constituted by a request of an interested party for a hearing and the failure 
of the Company to hold such a hearing. If this were taken to the appellate 
court in the first instance, as the bill proposes, certainly the time of the Govern- 
inent and the toll payers would be conserved, since an appeal to that court 
would probably result if it were handled in the first instance in the district 
rather than appellate court. We therefore believe that the language of the 
bill as it now stands is proper for either type of appeal. 

However, if after further discussion with Mr. Chandler’s office, the committee 
feels that there would not be a sufficient record for an appellate court in the 
second type of appeal, then we would be agreeable to changing section 9 of the 
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bill so as to make the last sentence thereof read as follows: “Provided, however, 
That the Court of Appeals of the Second Circuit shall have exclusive jurisdic- 
tion to review the acts of the corporation under this section and the District 
Court for the Southern Judicial District of New York shall have exclusive 
jurisdiction to compel corporate action unlawfully withheld or unreasonably 
delayed.” 

This would have the effect of handling the first type of court review in the 
appellate court and the second in the district court. We do not believe such 
a change is necessary, but would be agreeable to it if the committee and Mr. 
Chandler’s office felt it might facilitate administration of the section. 

We are grateful for Mr. Chandler’s review of this portion of the bill. If, 
in attempting to answer his comments, we have overlooked anything, we do 
hope it can be brought to our attention, so that we may have a further oppor- 
tunity to offer suggestions. Our desire is to submit workable legislation. If 
you desire to submit the information in this letter to Mr. Chandler’s office 
for review and comment, it certainly would be most satisfactory with us, and 
to that end we are enclosing three extra copies of this letter. 

Very truly yours, 
R. E. MaYer, President. 


COMMITTEE ON PANAMA CANAL TOLLS, 
New York, N.Y., April 3, 1956. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D.C. 


Sir: In the recent hearings conducted by your committee with respect to 
S. 2167, a bill to transfer the Canal Zone Government and the Panama Canal 
Company to the Department of Commerce, a number of references were made 
to the tolls litigation now pending in the Federal Court at New York (Grace Line, 
et al. v. Panama Canal Company). This is a suit brought by 12 leading United 
States-flag shipping companies to enforce their rights to lower tolls under exist- 
ing law. 

The Committee on Panama Canal Tolls is a committee of the plaintiffs to super- 
vise the litigation and act as liaison between them and legal counsel. 

The committee, as such, and the plaintiffs, as such, have not participated in 
the hearings on S. 2167 except that Mr. James Sinclair, president and general 
manager of Luckenbach Steamship Co., made a statement supporting the bill on 
behalf of that company. 

If the Commerce Committee believes that the views of our committee as to exist- 
ing law are relevant, reference should be made to the complaint and brief in the 
lawsuit. These were tendered to the Commerce Committee by Mr. Sinclair. 

In his testimony General Seybold, Governor of the Canal Zone and President of 
the Panama Canal Company, referred several times to his thesis that under exist- 
ing law the Company was warranted in charging the losses of its so-called ‘“busi- 
ness operations” against tolls, as it has done. 

For the reasons set forth in our brief, the existing law does not authorize this 
practice. Not only are we so advised by our own legal counsel, but the General 
Accounting Office has so ruled in its 1954 audit report, page 2. 

Moreover, the GAO audit report, at page 15, indicates that the General Counsel 
of the Panama Canal Company has given his opinion to General Seybold to the 
same effect. Plaintiffs have endeavored to obtain a copy of this opinion through 
the discovery processes of the court, but the Panama Canal Company has vigor- 
ously resisted these efforts and at present has procured a court order staying 
them pending the court’s rulings on preliminary jurisdictional questions. If the 
plaintiffs’ interpretation of the GAO report is correct—and that interpretation is 
confirmed by the Canal Company’s resistance to efforts to obtain the opinion 
through legal procedures—the Canal Company’s practice is in defiance of the 
law as construed by its own legal adviser. 

Because the interest of this committee, as such, is in the judicial enforce- 
ment of existing legal rights rather than in new legislation, we confine our com- 
ments to this brief statement of our position on the “business operations,” which 
is the substantial issue in the lawsuit. 

The committee would be grateful if the Commerce Committee would accept this 
letter for its files and include it in any publication of its hearings on §. 2167. 

Very truly yours, 
G. C. CHARLTON, Secretary. 
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AMERICAN MERCHANT MARINE INSTITUTE, INC., 
New York, April 9, 1956. 
Hon. WARREN G. MAGNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D.C. 


DeEaR SENATOR MaGnuson: Mr. Harry P. Chandler, Director, Administrative 
Office, United States Courts, has submitted a statement of comment upon section 
411 of the Canal Zone Code as proposed to be amended by S. 2167. This letter, 
sent on behalf of the American Merchant Marine Institute and the Association 
of American Ship Owners, will discuss the points made by Mr. Chandler. 

1. Venue—Second circuit—Mr. Chandler observes that the Canal Zone is in 
the fifth judicial circuit, whereas the proposed section 411 subjects the rate 
orders of the Panama Canal Company to the United States Court of Appeals for 
the Second Circuit. 

The Panama Canal Company is subject to suit both in the Canal Zone and 
in the Southern Judicial District of New York by specific provision of section 
245 of the Canal Zone Code. The Southern Judicial District of New York is, 
of course, in the second circuit. Accordingly, the Panama Canal Company is, and 
its predecessor, the Panama Railroad Company, was, a frequent litigant in the 
second circuit. 

Assuming that court review of rates should be by a court of appeals, a subject 
later discussed herein, either the Second or the Fifth Circuit Court of Appeals 
would be consistent with section 245 and would provide a court familiar with 
Panama Canal Company affairs. As the principal offices of most of the United 
States-flag shipping companies using the canal are in New York, and as the See- 
ond Circuit Court of Appeals has had the greatest experience in maritime litiga- 
tion, that court is the more logical. Obviously both of these courts should not 
review the same rates. 

2. Propriety of court review.—Mr. Chandler's statement disapproves judicial 
review on the ground that there are no “definite standards” to be applied other 
than the “vague terms ‘unlawfully withheld’ and ‘unreasonably delayed’.” 

Section 412 (b) of the Canal Zone Code provides the standards which the 

*anama Canal Company is required to follow in prescribing tolls. Court review 

would insure that the Company complied with section 412 (b). It is a fact 
that the Company has not done so, and a suit is now pending in the District 
Court for Southern New York to compel it to do so. 

Although Mr. Chandler speaks of the lack of a “definite standard,” the pro- 
visions of section 412 (b) are notably more specific than other statutes conferring 
rate-making powers on administrative agencies. For instance, section 494 of 
title 33 of the United States Code, empowering the Army Department to pre- 
scribe tolls on bridges over navigable waters, merely requires that the tolls be 
“reasonable.” 

Mr. Chandler also characterizes “unlawfully withheld and unreasonably de- 
layed” as “vague terms” which are “altogether too uncertain to form a basis for 
court action.” 

This phrase was lifted bodily from section 10 (e) (A) of the Administrative 
Procedure Act. This section authorizes “any court of competent jurisdiction” 
to “compel agency action unlawfully withheld or unreasonably delayed.” The 
draftsman of section 10 (e) (A) had only used language which codified existing 
judicial practice. As the Supreme Court of the United States said in Virginian 
Ry. v. Federation (300 U. 8. 515, 551) : 

“Tt is a familiar rule that a court may exercise its equity powers or equivalent 
mandamus powers to compel courts, boards, or officers to act in a matter with 
respect to which they may have jurisdiction or authority.” 

There are many cases in which courts have compelled administrative agencies 
to act. Interstate Commerce Commission v. Humboldt Steamship Co. (224 U.S. 
474), and Delaware & Hudson R. Corp. v. Williams (129 F. 2d 11 (C. A. 7th)), 
are illustrative. Cases to compel action by the Secretary of the Interior are 
especially familiar in the District of Columbia courts, e. g., Wilbur v. Krushnic 
(280 U. S. 306). As the opinions in these cases reveal the boards or officers or- 
dered to act had unlawfully withheld or unreasonably delayed action ; hence the 
adoption of that phrase in the drafting of the Administrative Procedure Act. 
The general principle has recently been applied in certain highly publicized 
eases in which the courts of the District of Columbia have ordered the State 
Department to grant passports—certainly a form of judicial review far beyond 
anything proposed here. 
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3. Propriety of review by a court of appeals as distinguished from a district 
court.—The modern trend in judicial review of rate orders by administrative 
agencies is review by courts of appeals. Most analogous perhaps is section 505 
of title 33 of the United States Code by which the courts of appeals are given 
jurisdiction to review rate orders made by the Department of the Army with 
respect to tolls on bridges over navigable waters. Rate orders by the Secretary 
of Agriculture, the Civil Aeronautics Board, the Federal Maritime Board, and 
the Federal Power Commission may be appealed directly to the courts of appeals 
(U.S. C., title 49, ch. 9; title 5, ch. 119A; title 15, ch. 15B). 

Similarly appeals may be taken directly to courts of appeals from decisions 
by the Secretary of the Treasury with respect to alcohol permits (U. 8. C., title 
27, sec. 204). 

For fuller consideration of this subject reference is made to chapter 19A of 
title 5 and the report of the House Committee on the Judiciary on that statute 
(U. S. Congressional Service, 1950, pp. 4303 et seq.). The jurisdiction of the 
courts of appeals over administrative agencies is also discussed at title 5, section 
1291 of United States Code Annotated. 

Although it is true that rate orders of the Interstate Commerce Commission are 
reviewed by district courts (title 28, see. 1836), the review is by a special court 
of three judges from whom an appeal may be taken as of right to the Supreme 
Court. For the reasons stated in the House report referred to above, direct ap- 
peals to courts of appeals, and subject to Supreme Court review by writ of cer- 
tiorari, are now considered better judicial administration. 

4. The question of a record.—Mr. Chandler’s statement argues that there will 
be no record for the court of appeals. There are many answers to this argument. 

(a) Section 411 requires a hearing before final action by the Panama Canal 
Company. This requirement per se means that a record must be made, as pointed 
out in Clarksburg-Columbus Short Route B. Co. v. Woodring (90 F. 2d 788 
(C. A. D. C.)). In the cited case the court reversed an order of the Secretary of 
War fixing tolls for a bridge over navigable waters. The court followed Morgan 
v. United States (298 U. S. 468), which defines the hearing to be held by admin- 
istrative agencies in fixing rates. 

(b) The “clean bill” form of S. 2167, representing suggestions made since its 
original introduction, declares and crystallizes existing law by providing for ‘“‘an 
adjudication determined on the record.” This phrase is borrowed from section 5 
of the Administrative Procedure Act and was intended to bring into play the spe- 
cific procedures of that act as well as the requirements of fundamental fairness 
deseribed in the Clarksburg-Columbus and Morgan cases referred to above. 

(c) The courts of appeals are quite capable of dealing with controversies in 
which, because there has been no hearing, there is no record. Such a situation 
would, or might, be presented if an aggrieved party sought to compel action “un- 
lawfully withheld or unreasonably delayed.” The procedure to be followed by 
courts of appeals, in the absence of a record, with respect to complaints about the 
Federal Communications Commission, the Secretary of Agriculture, the Federal 
Maritime Board, and the Atomie Energy Commission is laid down by title 5, see- 
tion 1037 (b) and (ec) of the United States Code. 

When complaint is made that a lower court has unlawfully withheld or unrea- 
sonably delayed action, the court of appeals conducts the proceeding in accordance 
with its inherent powers, usually on affidavits. That this is a very common and 
frequent matter for courts of appeals is demonstrated inter alia by Mottolese v. 
Kaufman (176 F. 2d 301 (C. A. 2d)). This opinion reviews considerations ap- 
plicable in this type of proceeding and, in so doing, indicates how many of them 
there are. 

If, ‘or any reason, the court believed that evidence should be taken and a record 
made, it could appoint a special master for that purpose, as was done, for in- 
stance, in National Labor Relations Board vy. Giannesca (119 F. 2d 756 (C. A. 
2d)). Such appointments are, however, rarely necessary, because almost always 
controversies of this character can be disposed of on affidavits. 

Respectfully, 
Francis T. GREENE, 
President, American Merchant Marine Institute, Inc. 


JEORGE W. MorGan, 
President, Association of American Shipowners. 
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ADMINISTRATIVE OFFICE OF THE UNITED STATES COURTS, 
Washington, D. C., April 27, 1956. 
Mr. A. J. BoURBON, 
Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D.C. 

DEAR Mr. Bourson: I have conferred with Mr. C. Dickerman Williams of coun- 
sel for the American Merchant Marine Institute, Inc., and the Association of 
American Shipowners in reference to the letter of the presidents of those bodies 
to Senator Magnuson dated April 9, 1956, a copy of which you have kindly trans- 
mitted to me with your letter of April 12, 1956. I am also communicating with 
Chief Judge Charles E. Clark of the Court of Appeals for the Second Circuit 
which would be affected by the legislation referred to in the statement, and will 
try to comment on the statement after completing consideration of the questions 
involved with Judge Clark. 

With kind regards, I am, 

Sincerely yours, 
HENRY P. CHANDLER. 


ADMINISTRATIVE OFFICE OF THE 
UNITED STATES COURTS, 
Washington, D. C., May 28, 1956. 
Hon. WARREN G. MARNUSON, 
Chairman, Committee on Interstate and Foreign Commerce, 
United States Senate, Washington, D.C. 

Dear SENATOR MAGNUSON: This will supplement my letter to you of April 27, 
1956, concerning a letter written to you on March 30, 1956, by Mr. Robert E. 
Mayer, president of the Pacific American Steamship Association, apropos of 
my statement of March 12, 1956, in reference to a pending bill relating to the 
administration of the Panama Canal (8S. 2167). 

Without going into detail I will say that I have learned that Mr. C. Dickerman 
Williams, counsel for the American Merchant Marine Institute and the Associ- 
ation of American Ship Owners, has prepared a revised draft of the bill (S. 2167). 
Chief Judge Charles E. Clark, presiding judge of the Court of Appeals of the 
Second Circuit, has concluded that the provision which the revised bill would 
make for the review in that court of certain actions of the Panama Canal Com- 
pany is a matter of legislative policy for the Congress. Accordingly I raise no 
objection to the enactment of legislation along the line of the revised bill. 

With kind regards, I am, 

Sincerely yours, 
HENRY P. CHANDLER. 





AMERICAN FEDERATION OF GOVERN MENT EMPLOYEES, 
Washington, D.C., April 13, 1956. 
Hon. WARREN G. MAGNUSON, 
Chairman, Senate Committee on Interstate and Foreign Commerce, 
Senate Office Building, Washington, D.C. 
(Attention : Mr. Bourbon.) 

DEAR SENATOR MAGNUSON: Enclosed are four copies of a statement on S. 2167 
by the national vice president of our federation for the Panama Canal Zone, Mr. 
Rufus Lovelady. 

Your cooperation in including this material in the hearing record on S. 2167 
will be deeply appreciated. 

Sincerely yours, 
JAMES A. CAMPBELL, 
National President. 


STATEMENT OF R. M. Lovetapy on S. 2167 


Mr. Chairman, my name is Rufus M. Lovelady. I am a national vice president 
of the American Federation of Government Employees in charge of the Canal 
Zone district of that federation. This statement on S. 2167, outlining in brief 
our position on the bill, is presented in our behalf by a member of our national 
office staff. My comment is limited to those sections of the bill which we con- 
sider of greatest importance to the general welfare of all employees of the 
Panama Canal enterprise. 
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Present law provides that the Panama Canal Company shall be represented 
by the President of the United States or such officer of the United States as 
may be designated by him. The President has by Executive order designated 
the Secretary of the Army to administer the affairs of the Canal Zone Government 
and the Panama Canal Company, S. 2167 would by substantive law transfer this 
responsibility from the Secretary of the Army to the Secretary of Commerce and 
the President with the advice and consent of the Senate would appoint the 
Administrator, Deputy Administrator, and seven-man Advisory Board for the 
Corporation. 

The Canal Zone district of the AFGE does not oppose such transfer if it is 
spelled out clearly in the law that the Administrator, Deputy Administrator, and 
each member of the seven-man Advisory Board are selected strictly on the basis 
of qualifications and with complete disregard to their political affiliation. We 
feel, however, that unless this is done these men might very well be political 
appointees to the jobs as a reward for their contribution to a particular party. 

Running the Panama Canal is a man-sized job. It not only requires outstand- 
ing administrative ability, but the man at the head of this enterprise should be 
an engineer, although that specilization is not considered essential. The most 
essential qualification is that he be completely free from political pressure. If 
he is not, it is not at all unlikely that he would be prevailed upon to fill key 
positions here on the basis of partisan favoritism without regard to the merit 
system. 

We are strongly opposed to any legislation that would make the office of 
Governor of the Canal Zone or its equivalent a political plum. It has never 
been such; we want it kept that way. 

There are those here who feel—and I believe justifiably so—that the military 
are in control of too many functions of the canal establishment. For example, 
in addition to the Governor and Lieutenant Governor, Army Officers are at the 
head of the following activities of the Canal Zone Government and the Panama 
Canal Company: (1) Health Bureau, (2) Engineering and Construction Bu- 
reau, (8) Gorgas Hospital, (4) Corozal Hospital, (5) most of the specialized 
professional services of the Health Bureau, and (6) military assistant to the 
Governor. Navy officers are assigned to the Panama Canal in the following 
capacities: (1) Marine Bureau Director, (2) Chief of the Industrial Division, 
(3) captain of the Port of Balboa, and (4) captain of the Port of Cristobal. 
We see no sound reason why career civilians would not perform as well or better 
as the head of these functions. On the contrary, we believe it would be in the 
interest of the service to break with tradition in the appointment of Army or 
Navy officers to these posts. 

S. 2167 would also amend the present law by changing the method of de- 
termining certain costs. The new language would require the Republic of 
Panama to pay for cost of immigration and customs service provided by the 
Canal Zone Government and for the cost of providing schools for certain of 
its citizens. The bill would also provide that other agencies of the Government 
operating on the Canal Zone shall bear their proper share of the cost of main- 
taining the roads, highways, sewers, and other facilities and services common 
to a community on the basis of the ratio of military personnel to civilian citizens 
of the United States and of the Republic of Panama employed by the Panama 
Canal Company and the Canal Zone Government. These changes meet with our 
approval and we respectfully recommend that the committee give them favorable 
consideration. 

We have held the opinion from the beginning that the present Board of 
Directors of not less than 9 nor more than 13 (in practice it has never been 
fewer than 13) is larger than is necessary. It is also our opinion that some 
members of the Board have been appointed with very little regard for their 
qualifications for the post, but more for the purpose of giving them recognition 
for their contribution to a party or for reasons of business association. Regard- 
less of the existence of any real basis for this opinion, it would be difficult if not 
impossible to convince employees here that some members of the Board have not 
proposed changes knowing them to be detrimental to the best interest of the 
employees. We would favor the proposed change in the governing body if the 
language were amended to stipulate clearly that these nine governing officers 
shall be selected for appointment on the basis of proved outstanding qualifica- 
tion for the job and not as a reward for their services or contributions to any 
political party or individual. 


patos 
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It is noted that S. 2167 provides that “In determining whether or not a facility 
if self-supporting, the corporation shall allow as cost the items of overhead, 
maintenance and operation, depreciation, interest on investment, and a propor- 
tionate share of the net cost of the Canal Zone Government.” We do not know 
just how this would be interpreted and applied. We do know, however, that 
some of the facilities used for purposes other than actual transit of ships include 
such as commissaries, schools, police and fire protection, sanitation of the Canal 
Zone, hospitals and dispensaries, housing, maintenance of buildings and grounds, 
recreational facilities, and the construction and maintenance of streets, side- 
walks, and highways. Because of our unique situation, and the fact that we are 
isolated and set apart from areas in which such services would be provided by 
city, county, State, and Federal Governments, we feel strongly that the product 
sold by the Panama Canal (transit of ships) should pay the cost of operating 
these essential non-revenue-deriving activities. In this view, we are mindful of 
the fact that the retail price of a stalk of bananas, ton of coal, or kilowatt of 
electric power is derived by taking into consideration all the costs involved in 
getting the item to the consumer. We contend the principle is the same in the 
case of tolls at the Panama Canal. We believe, therefore, that the users of the 
canal should pay a larger share of the total cost of operating the waterway and 
all of its auxiliary appurtenances. 

There are several vther features in 8. 2167 not touched upon in this statement 
We are not qualified at the moment to comment constructively upon them, but 
consider them more in the nature of perfecting langauge than of substantial 
change. Our primary interest lies in endeavoring to prevent any changes in the 
law that might, by faulty interpretation, require us to contribute as much or 
more of our salary to the operation of the Panama Canal enterprise than we are 
now forced to do. We trust the committee will keep in mind our position in its 
deliberations in regard to the proposed legislation and act in a manner that will 
bring some relief from the financial burden now being borne by the employees 
here. 


Mr. Chairman and members of the committee, we apreciate greatly the oppor- 


tunity of presenting our views in connection with the bill now under consid- 
eration. 











